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THOMAS SEWALL ADAMS 


Twenty-ninth President of the 
American Economic Association, 1927 


Thomas Sewall Adams was born in Baltimore, Maryland, December 29, 
1873. He died in New Haven, February 8, 1933. 

After leaving Johns Hopkins, where he had received his A.B. in 1896 
and his Ph.D. in 1899, Adams began a career of public service which 
paralleled his academic work. He started with the Census Bureau; then 
served a year as assistant to the treasurer of Puerto Rico (1900-01). He 
joined the faculty of the University of Wisconsin in 1901 and became 
professor of economics and statistics in 1908, which status he held until 
1915, except for a year’s interruption as professor and head of the De- 
partment of Economics and Political Science at Washington University 
in 1910. During a year’s leave of absence in 1908-09, he headed an investi- 
gation of woman and child labor for the United States Bureau of Labor, 
and in the spring term lectured at Stanford University. In the summer of 
1909 he conducted an investigation of labor conditions in Alaska. As a 
member of the Wisconsin Tax Commission from 1911 to 1915, he drafted 
and administered many tax laws, including the significant state income 
tax of 1911. 

In 1916 he was appointed professor of political economy at Yale and 
held that position until his death. President Wilson appointed him adviser 
to the Treasury Department in 1917, and in this capacity and later as a 
member of the Advisory Tax Board and technical adviser to the Bureau 
of Internal Revenue he played an important role as a tax expert. After 1919 
he divided his time for several years between Yale and Washington. 
From 1923 on, he developed a considerable private consulting practice 
in federal tax matters and also became interested in international 
taxation, attending conferences of experts in London and Geneva in 
1927 and 1928 and serving as a member of the Fiscal Committee of the 
League of Nations from 1929 until his death. 

Professor Adams was a member of the National Tax Association from 
its foundation in 1907. served as its secretary 1912-16 and as president in 
1922 and 1923. He was a member of advisory committees on taxation 
of the National Industrial Conference Board and of the United States 
Chamber of Commerce. A long-time member of the American Economic 
Association, he served as vice-president in 1926 and as president in 1927. 
The title of his presidential address was, “Ideals and Idealism in Taxation.” 

A brief biographical sketch of T. S. Adams appears under “Special Reso- 
lutions” in the Proceedings of the American Economic Association for 
March, 1934, pages 213-214. Professor F. R. Fairchild wrote the sketch 
in the Directory of American Biography (1944, Supplement 1). A bibliog- 
raphy of his writings, furnished by Professor E. F. Furniss, may be found 
in the American Economic Review, June, 1934, pages 280-281. 


Number 29 of a series of photographs of past presidents of the Association, 
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VOLUME XL JUNE, 1950 NUMBER THREE 


METHODOLOGICAL ISSUES IN QUANTITATIVE 
ECONOMICS: VARIATIONS UPON A THEME 
BY F. H. KNIGHT* 


By RUTLEDGE VINING** 


On first thought and at least to minds characterized by certain types 
of interests the gain to be had from the conventional controversies over 
the question of methodology is not altogether obvious. Yet if the per- 
sistence with which the problem crops up is any guide to its importance, 
there must be something fundamental involved, for a not unimportant 
part of the energies in our profession is devoted to such matters. One 
writer suggests that it isn’t so strange after all that methodological con- 
troversies persist, inasmuch as scientific pursuit at the peripheries of 
knowledge is in fact very largely methodological by nature. 

While the main theme of this important volume of essays has to do 
with the moral implications of social organization, its development in- 
volves extended discussions of this problem of methodology. The direct 
contribution to the ethical problems has been emphasized in other 
reviews,’ and liberty will be taken in the present paper to concentrate 
upon Professor Knight’s views on methodology in the social studies. 


I 


One advantage to a profession of having men like Professor Knight 
around, it seems, is that they can function as stabilizers of a sort. Knight 
can, and not infrequently does, put the cold stare upon enthusiasms, 
which, apparently from the past, are almost certain to be excessive and 
which seem as manifestations of more or less mild forms of social 
hysteria. From one point of view, education should have this as a pri- 
mary objective: to inculcate into members of society such an intellectual 


* Frank H. Knight, Freedom and Reform (New York, Harper, 1947). 
** The author is professor of economics at the University of Virginia. 


‘For example, the review by Frank D. Graham, Am. Econ. Rev., Vol XXXVII, No. 5 
(Dec., 1947), pp. 938-43. 
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perspective that the excessiveness of enthusiasms may be more promptly 
discerned. But if this is a valid objective, the realization is very im- 
perfect, and most of us as specialists of one sort or another—the evi- 
dence is all about—are appallingly and rawly “human” in our urge 
to sway and prevail and in our general tendency to oversimplify. 

As a gross case of oversimplification, Knight cites the modern wave 
of ‘“scientism”—the quest for the Holy Grail along the paths of natural 
science. He holds that the emphasis in the social sciences upon positivis- 
tic scientific method—the effort to build social science on natural science 
models, to the neglect of fundamental differences between natural and 
social sciences with respect to the character of the problems posed—can 
lead to pernicious excesses in the exclusive commitment of the social 
studies to the devising of techniques of social control. “Solutions” of 
social problems must come either prior to or with aid of instrumental 
or positive knowledge of quantitative relations. No piece of instrumental 
knowledge can be, of itself, a “solution,” and the persuasion of Every- 
man to the faith that the application of natural science methods is the 


- means by which revolutionary improvement in “social health” may be 


achieved is not only wrong but dangerous. 


II 


However, it is possible to oversimplify the position of Professor 
Knight itself, and thus to help create a hindrance, certainly not in- 
tended by Knight, to the development of positive and instrumental 
knowledge in the social field. Assertions of Knight can be found that, 
out of context and without reference to the meaning assigned to the 
words used, suggest or at least may be turned into statements the 
extremity of which Knight might disown. For example:’ 


No social interest of the individual or of society can be promoted by 
scientific knowledge or technique (p. 37). Natural science in the predic- 
tive sense of astronomy .. . rests on postulates which exclude the possi- 
bility of action in the social field (p. 38). There is no real measurement 
of distinctively human or social data (p. 228). The difficulties of classi- 
fication and measurement, amounting to impossibility . . . rests upon the 
essential fact that the data with which the social sciences are concerned 
are themselves not objective in the physical meaning—are not data of 
sense observation (p. 228). The fact which limits the development of 
“science” . . . in the field of social phenomena is the virtually infinite 
heterogeneity and unpredictable variability in time of the subject matter 
or data (p. 227). Natural science in the “prediction-and-control” sense 
. . . is relevant to (social) action only for a dictator standing in a one- 


* Most of the following quotations are from Freedom and Reform. The page number 
in parentheses following a statement refers to this volume. 
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sided relation of control to a society (p. 38). Any such conception as 
social engineering or social technology has meaning only in relation to the 
activities of a super-dictatorship (p. 226). It is not conceivably possible 
to “verify” any proposition about “economic” behavior or by any 
“empirical” procedure. . . .* A “scientific” approach to the study of 
society, from the standpoint of action, proceeds on (an) assumption that 
. . . is the antithesis of the concept of democracy, or political freedom 
(p. 223). A science of society, if the work is restricted . . . to the category 
of a natural or positive science . . . can have no direct significance for 
social action in the society of the scientist himself (p. 242). 


These remarks all seem pretty definite, and on the face of the state- 
ments one could scarcely have a doubt as to Knight’s reaction to the 
following comment of Professor M. H. Stone of the University of 
Chicago department of mathematics.‘ 


On the theoretical side I would anticipate that the demands of statecraft 
would greatly accelerate the introduction of scientific method into the 
social studies. It is quite clear, I think, that once the social studies truly 
commit themselves in accord with the exigencies of our times to a serious 
attempt at prediction in the field of social phenomena, they will incline 
to loosen their ties with the fields of belles-lettres and moral philosophy— 
to their own considerable advantage. 


His reaction is, however, not to be taken for granted. The point to be 
made is that the above quotations from Knight give a crudely over- 
simplified impression of Knight’s position, and that a somewhat rounded 
account of this position, I would judge, would be found agreeable on the 
whole by such men as Stone. Other quotations may be found in Kniglit’s 
writings that, taken out of context, sound much like the above remark 
of Stone. For example: 


An intelligent approach to economic problems must obviously begin with 
understanding the situation which it is proposed to change, including the 
possibilities, methods, and probable costs of change. . . . But actual dis- 
cussion has always been saturated with propaganda. . . . The first re- 
quirement is to get ethical and political, as well as merely sentimental 
and romantic, presuppositions out of social science (p. 327). Neither 
economists or political scientists are highly esteemed as advisors by the 


*“What Is Truth in Economics?” Jour. Pol. Econ., Vol. XLVIII, No. 1 (Feb., 1940), p. 
15. 

*“Science and Statecraft,” Science, May 16, 1947, p. 309. Upon reading Stone’s article, 
I showed the above quotation to a colleague. He considered the sentiment expressed 
as an instance of the excesses to which the emphasis on scientific method has led, and he 
has used the quotation to illustrate this point. The above use is different. My colleague, I 
think, regards his position as conforming in general with that of Knight. But so far as I 
can judge, a reading of Stone’s article and of Knight’s writings on the subject suggests 
that these men would be in fair agreement on the major issues involved. 
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public. In economics in particular, this is no doubt partly because what 
attracts general attention is not the scientific work, theoretical or empiri- 
cal, but moral and political speculation and preaching (p. 332). The 
task of positive science in connection with human data is to discover and 
formulate the “given conditions” of action, to ascertain and describe 
the course of events in the absence of interference and the consequences 
of possible courses of action in changing it. All this comes under the 
head of instrumentalism; an individual and a society uses both the world 
and itself as they are, at any moment, as instruments for changing the 
world and itself (p. 218). The methodology, or logic, of the various social 
sciences, in the abstract, and as far as they go as positive sciences, is not 
essentially different from that of the natural sciences, including that 
various mixtures of inductive and deductive procedure which these pre- 
sent... . The relevance of the positive, or quasi-positive, social sciences 
for action, is essentially that of revealing and clarifying the “given condi- 
tions” of action—which again is true of natural science also. . . . It is 
[the] province [of science] to show by implication, through description 
of real and hypothetical courses of events, what would be the results of 
proposed lines of action—or what lines of action may be expected to 
produce any results accepted as desirable (p. 243). The great bulk of 
what happens in human life, in the way of overt activity, social as well 
as individual . . . is actually and necessarily . . . not free, problem 
solving activity. . . . Traditional-imitative or institutional behavior is 
theoretically reducible to the mechanism of conditioned response (p. 
211). Man is, in fact, a being who exists and behaves at all the levels 
indicated. . . . He is a mechanism, and a biological organism, and the 
“bearer” of a culture tradition. At all these levels, his behavior is to be 
described in terms of mechanism or scientific law. . . . (p. 236). The 
mechanical imperfections of the (economic) system as it actually works 
are only too familiar. ... (There) is the familiar tendency for economic 
activity to expand and contract in more or less regular “cycles” of pros- 
perity and depression, both in particular fields and in society as a whole. 
... It should, however, be evident that the problem of the cycle is purely 
one of scientific knowledge and political competence (pp. 379-80). 


Thus, it would be much too simple to regard the respective positions 
of Knight and Stone as antithetical. If faulty inference, the use of weak 
methods of analysis where powerful methods exist, and the prevalence of 
casual, inept, wasteful, and unimaginative quantitative work are the 
sources of Stone’s concern, then immediately it may be noted that 
Knight shares his view. Also, I should think that Stone would find no 
fault with Knight’s position that a solution of these scientific problems 
of prediction and quantitative analysis, in so far as they admit of solu- 
tion, leaves the fundamental social problems essentially untouched. The 
real social problems are met prior to the delineation of Stone’s 
“demands of statecraft’”—where, with the assistance of whatever posi- 
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tive knowledge that exists, a social consensus presumably has been 
reached regarding ends and modes of cooperation in approaching these 
ends. If all students of society were to commit themselves exclusively 
to problems of prediction, a void would be left that would not be long in 
refilling. Stone himself might be swept in, and while mathematics would 
be, as it is, of crucial value, Knight would maintain that Stone would 
find a use for an essentially different character of knowledge than that 
which can be encompassed by the instrumentalistic-scientific category. 
It would be presumptuous to assert that Stone would hold a different 
view. He might suggest that philosophers and citizens would be greatly 
assisted in solving their problems of value and social consensus if a bet- 
ter “economics” were at hand. But both could hold that there is no line 
that would clearly differentiate between the economic and the philo- 
sophic in a socio-economic problem.° 


III 


But it is of no particular moment what some mortal might hold on 
these matters. The contribution to the discussion is to be found in the 
structure of the argument leading to statements as inferences. If I 
understand Knight’s argument, it is conceivable to me that not only 
would Stone find himself in agreement, but in addition, as a mathema- 
tician he could give a “pure” statement of the controversies that are 
involved in terms of fundamental controversies in the most general field 
of mathematical logic itself. The copestone of Knight’s argument, as I 
see it, has to do with a group of problems that are raised by the para- 
doxes that are found in the general theory of classes and of propositions. 

Before indicating the nature of the logical problem we may give an 
example to ilustrate the bearing of the problem for an economic dis- 


* The meanings of the quotations from Knight all depend upon the context from which 
they are drawn, and especially does this seem to be the case with respect to the first set. 
Restricted meanings are given to “distinctively human or social data,” “social action,” 
“economic behavior.” The association of dictatorship with positive social science has refer- 
ence to an extreme and naive notion of positive social science. Knight—it seems superfluous 
to even mention it—has no quarrel with the common-sense notion of positive social science 
that I should think most of us have in mind. For example, a policy of “neutral money” 
as an ideal would seem to fit into Knight’s framework of ideas on liberal social organi- 
zation. (Cf. Knight’s discussion, “The Business Cycle, Interest, and Money: A Methodo- 
logical Approach,” Review of Economic Statistics, Vol. XXIII, No. 2 [May, 1941], p. 13). 
But the intelligence and methodology involved in a detailed inquiry into the implications 
of the nature of neutral money and into the conditions to be established for the possible 
implementation of the policy would seem to be not essentially different from that involved 
in, say, much biological inquiry. Real and observable flows would be traced and quanti- 
tative relations estimated. It is the development and continuous course of the establish- 
ment and re-establishment of social consensus on the details of “right”? social organization 
which he excludes as not objectively predictable and not approachable from the point 
of view of “positive science.” : 
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cussion. Haavelmo, in his Probability Approach to Econometrics, has a 
most instructive chapter dealing with the degree of permanence of eco- 
nomic laws.° Sometimes, it seems, he almost appears to seek a perman- 
ence in economic “laws” that is over and above the permanence that 
characterizes the relations between physical phenomena. That is, physi- 
cal laws in general do not purport to predict, say, the position in space 
of a particular particle at this time next year. The space-time point is 
predicted only under specified and given conditions. Haavelmo knows 
this of course, and this is no criticism of his argument. He seeks to 
render a “law” more general by reducing the number of conditions that 
must be assumed as given. But if an important component of the varia- 
tion observable in human data is traceable to “freely active” human be- 
havior, it means that an important core of conditions must necessarily 
be postulated as given in order to obtain a “prediction” from an eco- 
nomic “law.” Knight emphasizes this “freely active” component in 
human behavior. He makes no claim to having solved the puzzling phil- 
osophic problem of what is to be regarded as existent and what as 
“active.” His argument depends only on the problem’s reality and not 
upon its solution—except that the practical significance of his argument 
depends upon the relative importance which he assigns to the “active” 
component. 

Attention is focused on logical difficulties. For example, it is an 
absurdity to entertain the notion of a scientist “intelligently” discover- 
ing and formulating a general law of human behavior by which all 
human behavior is predictable and explainable in terms of mechanical 
response. For if the “law” holds, the formulation of the law is mere 
noise and motion and there is no content to the idea of “intelligence” or 
of “discovery.” The scientist’s behavior and “thinking” would be ex- 
plained by the law which “ke” discovered. That is, the “law” would be 
a statement referring to itself. Scientists, however, regard themselves as 
reasoning and intelligently searching out a solution, and this behavior 
and action they would not regard as falling within the range of their 
formulated laws. Knight regards a significant, if not large, part of all 
human behavior as being similarly “problem-solving” and outside the 
range of positive scientific law. An all-inclusive system of scientifically 
discovered and formulated relations leaves nothing for the human mind 
to “create”—and the all-inclusive set of relations would constitute a 
definition of a universal class including all entities, an exhaustive set of 
somehow existent inventions, discoveries, ideas. The final formulation 
of the set would constitute an invention, discovery, or created idea in- 
cluded within the set. Knight implicitly denies the usefulness (or 


* Econometrica, Suppl., Vol. XII (July, 1944), Chap. II. 
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validity) in thought of the notion of the universal class, and thinks of 
the human mind as being endowed with the faculty of newly creating 
entities that would fall within no class that could possibly be defined 
prior to the existence of the new entities. That is, in his framework of 
thought there is the classic dichotomy: there are the “existent,” but in 
addition there are the freely active agents capable of creating entities 
that have never before existed end initiating change that could not be 
explained in terms of the “existent.” The concepts of social problem 
and of democratic freedom imply such a two-way classification. 

Such problems as these, I have been told, are among those that are 
the most controversial in the field of modern logic. In mathematical 
logic, paradoxes “arise from the consideration of unrestricted variables, 
the universal class, statements that refer to themselves, and classes that 
are members of themselves. It seems clear that a statement that refers 
to itself is not a sensible statement, and so should be excluded from 
discourse. Also, the members of a class must be themselves well- 
determined before the class containing them as members can be speci- 
fied, so that it does not make sense to speak of a class that is a member 
of itself. When any given class of entities is presented for consideration, 
it is thereupon possible to conceive of a new entity not present in the 
given class. This ability of the human mind to create new concepts 
indicates that the concept of a universal class containing all entities is 
not a useful one.”” 

The writer of the above goes on to say that in “any particular theory, 
mathematics deals with fixed classes, and the results have been satis- 
factory to most people,” but that many workers in modern logic would 
differ from this common-sense point of view adopted by mathematics. 
The point of view adopted by economic theorists in developing a theo- 
retical model with which to analyze economistic human behavior is 
similarly common-sense in that fixed classes of entities are dealt with— 
given human beings with given motives, preferences, and means for 
achieving ends. But in this case the results to date have been anything 
but satisfactory to the people who seek for scientific knowledge for pre- 
dictive purposes. What I see as the core of Knight’s point may be made 
here. Not only mathematics but also applied sciences in general deal 
with fixed, existent classes of entities. The social sciences are unique in 
that the behavior and change and variation that are to be dealt with 
cannot be included within fixed classes. A significant part of this be- 
havior consists of the active creation of entities and ideas from which 
mathematicians and natural scientists are able to abstract. The ma- 
terials of these latter consist not of “thinking,” “active” things, and 


™L. M. Graves, Theory of Functions of Real Variables (New York, McGraw-Hill, 
1946), pp. 14-15. 
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stable properties of entities can be either postulated, on the one hand, 
or experimentally established, on the other. The materials of the social 
scientist consist in part of entities actively engaged in the creation of 
completely new properties of things, including the “active” entities 
themselves. 

It may be that the logicians who object to the common-sense point 
of view of mathematics can resolve the paradoxes in the scientific view 
of human behavior upon which Knight’s arguments are largely based. 
Systems or functions of systems of freely “active” agents may them- 
selves be subject to restraints and rules of order of a nature now undis- 
closed to intelligence, but from this common-sense point of view, this 
would represent not a resolution of the paradox but a narrowing of the 
realm of “activity.” Or neurologists may establish such a narrowing of 
the range of action that can be regarded as “active” and “deliberative” 
that the practical significance of the paradoxes may be reduced in impor- 
tance. But for the present the points and questions raised by Knight 
seem pertinent for all of our quantitative research that seeks to discover 
uniformities and regularities in social data. His conception of social 
action includes a classification that suggests ‘“‘materials” in which quasi- 
permanence and uniformity may be more reasonably expected. In this 
sense, it is something of a tentative guide for an outline of quantitative 
economics. It also throws light upon the extent of the crudeness of the 
mathematical models represented by Marshallian or Austrian or Walra- 
sian theoretical economics (in their presently developed forms or in 
the present variants that have veered off from these traditions) when 
used as the basic framework or foundation for positive quantitative 
research in economics. 


IV 


Knight’s argument constitutes, in a sense, a theoretical model itself. 
Viewed in this manner, the argument is more elementary than logically 
simple. It is nearly all axioms and definitions and is largely classifica- 
tory. But there are inferences to be drawn with respect to the organiza- 
tion of economics as a subject field. 

In accordance with what was said above, I believe we could set forth 
as Knight’s essential postulates some form of his rejection, on grounds 
that they lead to paradoxes that render discussion impossible, of the 
universal class of entities and of statements that refer to themselves. 
This rejection carries an implication of an ability of some power 
working through the human mind to create new ideas, concepts, entities 
that were non-existent prior to a particular “act of thinking” on the part 
of some mind. A “law” that would positively account for “thinking” 
would in fact constitute a definition of a class that is a member of itself. 
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No such “law” can possibly be discovered then if no such class can 
exist. Therefore, there must be some component of human and social 
behavior that is “active” in the creative sense and that lies outside the 
range of scientific prediction. 

Knight thereupon classifies individual (and social) behavior into 
procedure, which is a manifestation of true “creative activity,” and 
process, which is passive, mechanical, and positive. This classification 
constitutes a definition and may be discussed in somewhat more detail. 

“Activity” is an attribute of a purposive individual, and lies only 
in thinking, deciding, problem-solving. As an illustration, scientific 
research is a manifestation of “activity” or procedure—and “new” 
arrangements of ideas and phenomena are constructed and “new” 
knowledge is brought into being. This “activity” is not reducible to an 
orderliness that would permit prediction by scientific “law.” By virtue 
of the postulated non-existence of the universal class of entities, no 
“law” can exist that would predict the results of true “activity.” The 
prediction of the sequence of events leading to a problem’s solution is 
itself a solution, and if the predicting “law” exists, the “problem” as 
such does not. If what has been thought of as purposive “activity” is 
later discovered to be reducible to scientific “law,” then this phe- 
nomenon must be lifted from the category of procedure and placed under 


the heading of process. The growth of knowledge of human behavior 
will bring about such reclassification, but there will always remain some 
component of behavior within the category of procedure. 

All of this constitutes a denial of the existence of the universal class 
and a caution to avoid statements that have the characteristic of self- 
reference or reflexiveness.* Scientists have no conception of a finite 


*It will perhaps be naive to logicians or to Knight, but it seems that we may illustrate 
the meaning of Knight’s classification with a quotation from Whitehead and Russell. 
Knight denies meaning to such a statement as “I have discovered a law by which all 
human behavior may be predicted.” The statement involves the assumption of an illegi- 
mate totality. “The principle which enables us to avoid illegitimate totalities may be 
stated as follows: ‘Whatever involves all of a collection must not be one of the collec- 
tion’; or, conversely: ‘If, provided a certain collection had a total, it would have members 
only definable in terms of that total, then the said collection has no total.’ We shall 
call this the ‘vicious-circle principle,” because it enables us to avoid the vicious circles 
involved in the assumption of illegitimate totalities. Arguments which are condemned by 
the vicious-circle principle will be called ‘vicious-circle fallacies.’ Such arguments, in 
certain circumstances, may lead to contradictions, but it often happens that the conclusions 
to which they lead are in fact true, though the arguments are fallacious. Take, for ex- 
ample, the law of excluded middle, in the form ‘all propositions are true or false.’ If from 
this law we argue that, because the law of excluded middle is a proposition, therefore 
the law of excluded middle is true or false, we incur a vicious-circle fallacy. ‘All proposi- 
tions’ must be in some way limited before it becomes a legitimate totality, and any 
limitation which makes it legitimate must make any statement about the totality fall out- 
side the totality. Similarly, the imaginary sceptic, who asserts that he knows nothing, and is 
refuted by being asked if he knows that he knows nothing, has asserted nonsense, and has 
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number of ideas or entities after the discovery of which life becomes 
an unthinking process—that is, a stationary state.® Similarly for the 
social field Everyman to some extent thinks and “acts,” and the crea- 
tion of new entities generates conflicts of interests that pose social 
problems that are “solved” when bases of social consensus are estab- 
lished. There can be no conception of a final solution of conflicting indi- 
vidual and group interests after which all life becomes process. 

Human behavior manifests procedure at several different levels. The 
designation of these levels of procedure constitutes an elaboration of 
the original classification. First, problem-solving “activity” is performed 
in connection with individual action on inert objects. The analytical 
abstraction of the purely “economic man” exemplified “activity” at this 
level. Knowledge and the use of knowledge at this level is exclusively 
instrumental. The theoretical model designed to “explain” this behavior 
postulates given motives, or completely known and fixed preference 
functions, and given conditions of transforming economic values. To 
the extent that these entities—motives and transformation conditions— 
are given and quantitatively knowable this component of behavior 
apparently would be theoretically reducible to a conditioned response 
and thus to process. The hypothetical Crusoe would know what he 
wanted and the variety of ways of getting it. An analysis of the charac- 
ter of this type of “knowledge” and the question of its objective exist- 
ence apart from the mind of the “economizer” are matters of high 
epistemology; but they are important matters for economic research 
when we begin to refer to and plan questionnaire campaigns for the 
gathering of such knowledge. However, the theoretical model which 
would reduce this individual economistic behavior to process is limited 
in its applicability by the postulated fixity of motives and of conditions 
of transformation. (“Dynamic” models involve a postulated fixity in 
some form, of course.) If motives are developmental—as Knight 


been fallaciously refuted by an argument which involves a vicious-circle fallacy. In order 
that the sceptic’s assertion may become significant, it is necessary to place some limita- 
tion upon the things of which he is asserting his ignorance, because the things of which 
it is possible to be ignorant form an illegitimate totality. But as soon as a suitable limita- 
tion has been placed by him upon the collection of propositions of which he is asserting 
his ignorance, the proposition that he is ignorant of every member of this collection must 
not itself be one of the collection. Hence any significant scepticism is not open to the 
above form of refutation.” Principia Mathematica (Cambridge 1925), pp. 37-38. 

Now the above appears academic for the present discussion. But the principle is impor- 
tant. Knight's classification constitutes a limitation upon the totality “all human be- 
havior” in order to make of it a legitimate totality. But the limitation carries an implica- 
tion of human behavior that is not predictable, and the nature of this indeterminate “ac- 
tivity” is studied for the source of the instability of the behavior properties of an eco- 
nomic system. 

* Marking, in some versions, “the limit to the use of capital.” 
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assumes them to be—then “activity” or true problem-solving on the 
part of the individual takes place continuously in “searching” his mind, 
and without complete success, for what he “wants.” Motives today are 
new entities created by the active and developing mind in intelligent and 
de novo reflection upon the experience of former days. They are some- 
thing more than mere functions of yesterday’s experience, they are not 
independent of what are guessed to be the motives of others, and their 
continuous rediscovery is one manifestation of procedure in human be- 
havior. To the extent that this is not the case, or to the extent that there 
is some form of stability or fixity of aggregates of motives, this com- 
ponent of behavior, or derivatives of this behavior, may be conceptually 
accounted for by some discoverable scientific “law.” 

Second, there is problem-solving “activity” in the action of an indi- 
vidual in “using” other individuals or in the interaction between indi- 
viduals. The knowledge used is different, certainly as regards source, 
from that involved in action upon inert objects, but its use is still instru- 
mental. There is an important difference that coercion and persuasion 
are involved, these concepts having no meaning where only inert objects 
are being acted upon. 

At Knight’s third level, the “activity” is such that true socio-economic 
problems arise, and traditional theoretical economics has developed 
primarily in the discussion of these problems. At this level there is joint 
or cooperative action between individuals for purely individual ends—a 
grouping of individuals into an organization, in the interest of enhanced 
individual productive efficiency, and a sharing of the end product. If the 
parties are in free agreement regarding the terms of the relationship, 
this joint action involves neither coercion nor conflict—by definition of 
these latter notions. Joint action without coercion implies individualis- 
tic economic organization, and it is fair to say that theoretical economics 
has been developed mainly as a theory of economic organization. 

Organization for group action involves the problem of establishing 
agreement on the terms of cooperation. Orthodox economic theory pur- 
ports to establish the possibility of economic organization where there is 
individual freedom in the use of one’s resources. Price and production 
theory (that is, value and distribution theory) takes on the character 
of a set of propositions purporting to lead to an existence theorem. His- 
torically, orthodox theory has had a strong element of propaganda about 
it. It provides a rationale for a social consensus regarding agreeable 
terms of cooperation, specifically with respect to the sharing of the joint 
output; and, moreover, it has played a prime part in the discussion of 
alternative modes of social organization. A mathematical or quasi- 
mathematical model is constructed. Certain human behavior character- 
istics are postulated. An economizing propensity in man is postulated 
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and this propensity is quantified in terms of a maximizing operation.” 
Fixed individual preferences are specified, fixed quantities of “means” 
are assumed along with the distribution of ownership (or possibly these 
quantities are specified as “fixed” in accordance with some “law” of 
change), and conditions of transformation of commodities are postu- 
lated. The postulates and the definitions lead to propositions that 
specify the properties of the theoretical model. 

The logically derived propositions are theories that “prove” nothing 
about actual events. But if they are in sufficient agreement with what we 
think we see in “real” events, the theoretical model may be put to 
cautious use for conditional prediction. As it has been used in part, it is 
regarded as stating the conditions of “good” economic organization. It 
states: this situation is possible, or this will happen, if these statements 
are true and if these conditions are agreed upon. Finding a basis for 
agreement (where of course persuasion and coercion are absent) is the 
social problem, and the “activity” involved in reaching agreement is 
the procedure which is not subject to scientific prediction. The model, 
having realistic properties, constitutes scientific knowledge and de- 
scribes the conditions of “action.” It does not describe “action” itself. 
The solution of a problem of social consensus is a discovery of “truth.” 
Theoretical economics is an instrument in its continual discov- 
ery and rediscovery. Like the microscope or telescope, it is not the 
“truth” itself, and its use will not yield a prediction of the sequence of 
discovery, if true “discovery” or “activity” is involved. 

Knight’s fourth level has reference to “social action” carried out 
by a human group as a unit and directed to a group end. Social action 
is the “activity” of reaching a group decision regarding what are pre- 
sumed to be permanent changes in existing law, for example, the rules of 
the economic game. “Pure” social action is discussion, a search for a 
meeting ground for minds, and “social” problem, again, has reference to 
the problem of rational consensus rather than to control in the scientific 
sense. Political discussion concentrates upon the problem of what the 
law “ought” to be. “Both intellectual and political discussion are 
developmental. They look to cumulative growth and improvement, the 
one in a corpus of established knowledge, the other in a corpus of law 
(p. 217). . . . Social action always looks forward to new institutional 


* Knight has discussed the unreality of this assumption and has emphasized that eco- 
nomic motivation is not so much to economize as to conform, or to diverge, or to lead, 
etc. Von Neumann and Morgenstern are also critical of this quantification in terms, of a 
maximizing operation. If the motive is not so much to economize as it is to “win,” the 
operations are no longer in terms of the simple maxima and minima of traditional theory, 
and the theoretical results are different—except apparently in the limit as the number of 
participating “active” agents increases indefinitely. 
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patterns and to culture change and to related changes in the nature of 
individuals who make up the group” (p. 240). 

Thus, in Knight’s classification, a component of man’s behavior is 
free and problem-solving, and! the behavior events in this category are 
ultimately indeterminate. The human being solves problems at a simple 
economistic level in the sense of using means to realize ends. To some 
extent this behavior is describable in terms of science, but not exhaus- 
tively. Scientific description consists only of a crude model relating to 
motives assumed to be given. But in Knight’s view these motives are 
developmental rather than fixed and are not known even to the individ- 
ual himself. In addition to being actively economistic, man is a problem- 
solving entity at a higher level of critical deliberation about ends or 
values themselves: he is interested in changing not only the conditions 
under which he lives but also his own living self. 


Vv 


On the other hand, this problem-solving, indeterminate, “activity” 
component of human behavior is superposed upon a mass of non-delib- 
erative, largely unconscious behavior which is discussed under the head- 
ing of process. Process is passive, mechanical, and positive. It is persist- 
ence and change in accordance with cause and effect or some rule of 


order. The great bulk of the phenomena of human behavior is assigned 
to this. category, social life to only a limited extent being regarded as 
motivated or based upon conscious individual interests. These behavior 
forms are perpetuated by processes which sociologists call “imitation” 
or “acculturation” instead of by biological inheritance. Human behavior, 
being largely institutional and non-deliberative in character and un- 
conscious and mechanical in the main, results in human societies having 
tangible form and type characterietics, and interesting comparisons may 
be made with the behavior forms within animal or insect societies. The 
mechanism of the continuity of form and type observable in human 
population systems, however, is different from that of insect societies 
in that apparently in man the “instincts have become attenuated to 
vague urges or drives, in which the emotion is the only aspect that is 
. specific” (p. 211). Behavior, both stimulus and response, is given 
specific content by experience and social suggestion. But, nonetheless, 
institutional behavior is theoretically reducible to a mechanism of con- 
ditioned response, in contrast with “activity.” This part of social life 
is not different in principle from the organized life of termites based on 
something called instinct. 
This behavior, being not a manifestation of intelligent activity, is 
subject to positive scientific methods of study, although questions 
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remain regarding the applicability of such resulting knowledge—that is, 
the projectibility in time of this knowledge—after the phenomena have 
been raised to the level of consciousness. Habit or mechanical behavior 
forms raised to consciousness either may or may not be subject to delib- 
erate or “active” decision. But the implication of Knight’s discussion is 
that, while this large component of human behavior may be studied 
scientifically and while effective scientific procedure more generally 
involves a theoretical model or some system of hypotheses in various 
stages of formulation in the mind of the investigator, the traditional 
economistic model of theoretical economics may not be relevant at all 
for the study of the material to be dealt with. Knight’s classification 
implies that no law can exist that would reduce “economistic” behavior 
to predictable order in that this behavior is “active” and in that mo- 
tives and preferences are developmental. From an instrumental point 
of view, the traditional model is useful for conditional prediction, but 
of a severely restricted sort. The bulk of the behavior that may be 
looked upon as positive or objective is not motivated individualistic be- 
havior, and a model based upon postulated and fixed individual motives 
has little or nothing to contribute to the study of much of the uni- 
formities to be discovered among human population phenomena that 
are relevant for discussion of economic problems. 


VI 


There is a point of some interest to the modern history of economic 
doctrines that may be discussed with the above section in mind, and 
there is possibly a justification for a digression at this stage. While 
there are all manner of classifications that may be made, the writings 
of Knight would be classed in general among those of the deductive 
schools of economics: the Marshallians, the Walrasians, the Austrians 
and Wicksellians. A school of statistical economics’ has sprung from 
this tradition, and “econometricians” have for some time been engaged 
in the statistical estimation of systems of demand, supply, and other 
relations formulated in Marshallian and Walrasian economics. This 
work is conceived of as being of the nature of a refinement, extension, 
and quantitative expression of neo-classical economics, and it is in good 
color within the tradition; for it appears to have been the rule rather 
than the exception for economists of the classical school to look upon 
the ability to quantitatively. predict responses of given economic vari- 
ables resulting from known changes in other given factors as the ulti- 
mate objective of the development of their science. Rough-and-ready 

"Classical theoretical economics has drawn heavily for concepts upon classical me- 


chanics, but the word “statistical” in statistical economics carries an entirely different 
connotation from the same word in statistical mechanics. 
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(and more or less casual) calculations demonstrating an alleged predic- 
tive value of certain theoretical formulations are found in almost all 
treatises on economic theory, and econometricians who profess an 
affinity with the classical tradition have made a point of giving refer- 
ences to passages in the work of the older writers such as Marshall, 
Pareto, Jevons, and the like in which this goal is expressed explicitly. 

Knight, however, stands out against this conception of the réle and 
prospective development of traditional theoretical economics. As indi- 
cated above, this latter is not a social analogue for Newtonian me- 
chanics, the knowledge represented being fundamentally different from 
the knowledge of relations between inert entities. The characteristically 
social and human problems are problems of freely establishing bases 
of agreement on the conditions of social organization, and the use of 
economic theory is instrumental in the discussion of the conditions 
under which an economic problem is to be solved. It purports to de- 
scribe the results of economistic behavior under conditions that are 
fixed by postulate. As a basis for the discovery of predictive laws, as 
Newtonian mechanics, for example, is a basis for the derivation of 
differential equations describing the expected behavior of certain 
physical phenomena, it is fundamentally limited in that economistic 
behavior is “active” and developmental and not of the nature of phe- 
nomena that are subject to cause-and-effect explanation. The component 
of behavior that is positive is not motivated, and a model based upon 
conscious motivation is not particularly relevant in the scientific search 
for “explanations.” The “social” analogue for Newtonian mechanics 
has yet to be developed, and perhaps it is biology that has the more 
cogent analogues anyway. 

Institutionalism, following from or through the writings of Veblen, 
emphasize this component of behavior that is positive and based upon 
non-deliberative, habitual behavior forms. Knight is critical of institu- 
tionalism, as a school of thought and as a social science to take the place 
of traditional economics, primarily, I think, because of its extreme 
positivism. Institutionalism does not touch upon what Knight regards 
as the distinctively “social” problems—the problems raised in the 
“active” seeking for grounds of agreement and consensus. It has had 
a bias toward the development of instrumental knowledge for control 
purposes, the objectives being more or less taken for granted. Agree- 
ment on objectives, however, presents the real-social problems, and 
traditional economics has developed to facilitate and improve the 
quality of social discussion. Knight, a traditional and deductive econo- 
mist, is critical of institutionalism for its incomplete conception of the 
nature of a “social” problem, but at the same time he is as critical as 
the institutionalists are of the “scientism” and methods of the econome- 
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7 | tricians who base their work on the traditional economistic model. It 
ie may be of some interest to note that Veblen’s criticism of traditional 
old economic theory as a framework of reference for the development of a 
i positive social science seems to have, at least superficially, a good bit 
Bi in common with Knight’s point of view.’* The following is a collection 
3 of Veblen’s expressions, with very minor alterations to fit them to- 
s gether, taken from two of his essays written about a half-century ago.** 


As a genetic account of the economic life process, marginal utility 
economics fails primarily because the human material with which the 
inquiry is concerned is conceived in terms of a passive and substantially 
inert and given huraan nature. The hedonistic conception of man is that 
of a lightning calculator of pleasures and pains, who oscillates like a 
homogeneous globule of desire of happiness under the impulse of stimuli 
that shift him about the area, but leave him intact. He has neither ante- 
cedent nor consequent. He is an isolated, definitive human datum, in 
stable equilibrium except for the buffets of the impinging forces that 
displace him in one direction or another. When the force of the impact is 
spent, he comes to rest, a self-contained globule of desire as before. 
Spiritually, the hedonistic man is not a prime mover. He is not the seat 
of a process of living. 


Modern psychology and anthropology give a different account of human 
nature. It is characteristic of man to do something, not simply to suffer 
pleasures and pains through the impacts of suitable forces. He is not 
simply a bundle of desires to be saturated, but rather a coherent structure 
of propensities and habits which seeks realization and expression in 
unfolding activity. Human activity, and economic activity among the 
rest, is not something incidental to a process of saturating human desires. 
The activity is itself the substantial fact of the process. 


The infirmity of the “traditional” theoretical scheme, as a positive 
scientific model to account for economic process, lies in its postulates, 
which confine the inquiry to generalizations of the teleological or “de- 
ductive” order. The central tenet is that of the hedonistic calculus. 
Human conduct is conceived of and interpreted as a rational and un- 
prejudiced response to the stimulus of anticipated gain or loss. The 
conduct that is accounted for is guided by deliberate and exhaustively 
intelligent choice—wise adaptation to the demands of the main chance. 
The cultural elements involved in the theoretical scheme, elements that 
are of the nature of institutions, are not subject to inquiry but are taken 


* Knight would not agree that their respective positions have much in common. The two 
men undoubtedly understood quite differently the senses in which human nature is re- 
garded as “active.” 

“The Place of Science in Modern Civilization and Other Essays (New York, 1919), 
“Economics and Evolution,” p. 73 et seg., and “The Limitations of Marginal Utility,” 
p. 234 et seq. 
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for granted as pre-existing in a finished, typical form and as making up 
a normal and definitive situation. 


The distinctive character given to this system of theory by these 
postulates—(a) a certain institutional system and (b) the hedonistic 
calculus—may be summed up broadly and concisely in saying that the 
theory is confined to the ground of sufficient reason instead of pro- 
ceeding on the ground of efficient cause. The contrary is true of modern 
science, generally (except mathematics), particularly of such sciences as 
have to do with the phenomena of life and growth. 


The resulting economic theory is of a teleological character, Current 
phenomena are dealt with as conditioned by their future consequences. 
Such a relation of control or guidance between the future and the present 
involves an exercise of intelligence, a taking thought, and hence an in- 
telligent agent through whose discriminating forethought the apprehended 
future may effect the current course of events. The relation of sufficient 
reason runs only from the apprehended future into the present, and it is 
solely of an intellectual, subjective, personal, teleological character and 
force; while the relation of cause and effect runs only in the contrary 
direction, and it is solely of an objective, impersonal, materialistic 
character and force. 


Now it happens that the relations of sufficient reason enter very sub- 
stantially into human conduct. Human conduct is distinguished from 
other natural phenomena by the human faculty for taking thought, and 
any science that has to do with human conduct must face the patent 
fact that details of such conduct fall into the teleological form; but it is 
the peculiarity of the hedonistic economics that by force of its postulates 
its attention is confined to this teleological bearing of conduct alone. 


Evidently an economic inquiry which occupies itself exclusively with 
the movements of this consistent, elemental human nature under given, 
stable institutional conditions can reach statical results alone since it 
makes abstraction from those elements that make for anything but a 
statical result. On the other hand an adequate theory of economic con- 
duct, even for statical purposes, cannot be drawn in terms of the in- 
dividual simply, since the response that goes to make up human conduct 
takes place under institutional norms. The situation that provokes and 
inhibits action in any given case is itself in great part of institutional, 
cultural derivation. Then, too, the phenomena of human life occur only 
as phenomena of the life of a group or community. The wants and de- 
sires, the end and aim, the ways and means, the amplitude and drift of 
the individual’s conduct are functions of an institutional variable that is 
of a highly complex and wholly unstable character. 


Within these statements are to be found suggestions of Knight’s 
classification of human behavior and social phenomena into “active” 
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procedure on the one hand and objective process on the other. There is, 
however, a difference in the conceptions of “active” behavior, and a 
distinct difference in the ethical implications drawn. Knight’s emphasis 
is upon the philosophical or ethical problems raised by the “active” 
component of behavior in its impact upon matters of social organiza- 
tion that are subject to conscious deliberation. Veblen’s emphasis is 
upon the instrumental knowledge of non-deliberative, unconscious 
process. He would seem to deny the efficacy or even reality of con- 
scious deliberation of a people in their choosing among modes of social 
organization, and his was a formulation of “scientism” incurring the 
vicious circle fallacy mentioned above. But the writings of each would 
appear to imply that the search, in so far is it purports to be scientific, 
should be for rules of order and uniformities in space and time that are 
either absolutely invariant with respect to individual thought processes 
or that are subject to deliberate policy change if discovered and made 
known to society as a group. 


VII 


This, then, is the simple peace that statistical economists may make 
with the methodological writings of Knight. Quantitative economics 
seeks not the solutions of social problems. Rather, it is a field of study 
of the behavior properties of population systems—and more specific- 
ally, population systems arising from the economic life of human be- 
ings. Any knowledge that may come from such a pursuit represents a 
description of conditions within which solutions of social problems must 
be sought. A field of study that concentrates upon these objective forms 
and configurations of economic quantities and attributes is not political 
economy in Knight’s sense, but is ancillary to that study. Neither does 
such a study imply the idea of social engineering or social technology, 
a notion that simply sets Professor Knight on fire. Just as genetics, the 
science of biological variation, is not eugenics, a science of economic 
variation may be set clearly apart from the subject of political 
economy. 
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NOTES ON THE DOLLAR SHORTAGE 


By WOLFGANG STOLPER* 


I. The Dollar Shortage 


The dollar shortage is a poor term for the universal disequilibrium 
in the international balances of payments. It suggests that the dis- 
equilibrium could be remedied through increased purchases by the 
United States without any, or any substantial, action by foreign coun- 
tries. 

But no matter how one feels about the particular appellation, the 
fact remains that at present incomes and exchange rates, and with 
present tastes and technologies, the demand by foreigners for U‘S. 
dollars exceeds the supply. Current discussions of this “excess” seem 
to imply two interpretations: it may be that foreign countries, particu- 
larly those who have suffered greatly from the war, wish to reach their 
prewar standard of living. Or it may be that foreign countries wish 
(subconsciously or consciously) to maintain about the same ratio in 
their standard of living to that of the United States as existed before 
the war. The first goal has probably been achieved, with the major 
exceptions of Germany and Italy, in the nations of Northern and West- 
ern Europe. The second seems implicit in much of the discussion which 
stresses the enormous increase in the productivity of the American 
economy compared to European achievements. 

These two “definitions” of the dollar shortage may sound cynical, 
but they are not meant as such. They may account for the persistence 
with which European nations attempt to live and invest beyond their 
means—for this is what the dollar shortage amounts to—as well as the 
sympathy with which their desire to do so has met in the United States." 


* The author, associate professor of economics at the University of Michigan, expresses 
thanks for suggestions from Professors R. A. Musgrave and P. A. Samuelson, who read an 
earlier draft of this paper. 

1Cf., for example: “The transitional stage is to see the rehabilitation of Europe’s pro- 
ductive power, the overtaking of the arrears of growth not merely of the war years, but 
of the preceding nine years, during which development was interrupted by depression 
and political insecurity. The task of the transitional years 1946-51 must be conceived, not 
as that of restoring Europe to what it was in 1929, but as that of accomplishing in six 
years all the progress and change appropriate to the long interval of twenty-two years.” 
R. G. Hawtrey, Western European Union—Impblications for the United Kingdom (Royal 
Institute of International Affairs, 1°49), p. 66. Mr. Hawtrey has not, of course, linked this 
particular passage with a definition of the dollar shortage. But he speaks a few pages 
before of “an adverse balance caused by a capital deficiency” (p. S5ff). 
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Certainly, the effectiveness of remedies proposed will differ greatly 
according to the standard of living which will be permanently accept- 
able to the European nations. 


II. Full Employment is Not Enough 


The time has passed in which economists believed that the problem 
of the dollar shortage could be solved “merely” by assuring a correct 
employment policy in all nations. Foreign trade multiplier analysis 
along the lines of Machlup and Metzler should have indicated that 
result.” 

What might be called “orthodox” foreign trade multiplier analysis 
proceeds on a number of assumptions, of which only the following are 
relevant to the subsequent argument. The exchange rate between 
countries as well as prices within countries are held constant. Income 
in each country consists of consumption of domestic goods, investments 
of domestic goods and exports; or, alternatively, of total investments, 
total consumption, and the export surplus. Currencies are convertible.* 

Under these assumptions all changes in any one of the components 
of income are made to depend only on previous changes in incomes. 
Most important for the present purpose, the exchange rates are held 
constant not by exchange controls and import restrictions, but by gold 
flows and equilibrating short-term capital movements. 

If, under these assumptions, individual countries start full employ- 
ment policies, they will reach full employment, but only accidentally 
will they balance their international accounts at constant exchange 
rates. For this to happen, Machlup has shown that their marginal 
propensities to import would have to be inversely proportional to their 
changes in incomes. This is, of course, too restrictive an assumption 
to be useful or interesting. 

Expressed alternatively, among the factors whose supply must be 
infinitely elastic, must be the currency of the “surplus” country; that 
is, all currencies must be freely convertible. 

Two conclusions can immediately be drawn from this discussion. 
First, even with full convertibility of currencies, the balances of pay- 
ments will normally show disequilibria even if all countries reach full 


?F. Machlup, International Trade and the National Income Multiplier (Philadelphia, 
1943); Lloyd A. Metzler, “Underemployment Equilibrium in International Trade,” Econ- 
ometrica, 1942, and “The Transfer Problem Re-Considered,” Journal of Political Economy, 
1942. Reprinted in Readings in the Theory of International Trade (Philadelphia, Blakiston, 
1949). 

*This has, of course, always been recognized. In addition to the authors mentioned 
in footnote 2, Mr. William A. Salant’s brilliant “Foreign Trade Policy in the Business 
Cycle” (reprinted in Readings in the Theory of International Trade) should also specifi- 
cally be mentioned. 
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employment. It can, on the other hand, be shown that with sufficiently 
elastic international demands the international accounts can be bal- 
anced if the condition of a fixed exchange rate is relaxed.* 

Secondly, however, the convertibility of currencies is assumed under 
conditions under which it cannot possibly exist. That is, independent full 
employment policies must normally lead to balance-of-payments trouble 
if the exchange rates are held constant, and a fortiori if they are held 
constant at a “wrong” level. The equilibrium reached in the process 
of the Machlup-Metzler analysis cannot be reached in reality because 
the foreign exchange will not be available to pay for the required im- 
ports. 

If the problem a country is faced with consists simply of providing 
sufficient “offsets” to savings, it still may reach a full employment 
equilibrium at home while limiting its imports by exchange controls 
and import licenses. But, as discussed in Section IV below, for many 
countries offsets to savings are mot the problem. And even where full 
employment can be reached with the licensing of imports, it can be 
reached only with a reduction in the standard of living. 

Since currencies are freely interchangeable only under certain con- 
ditions, and since the only practical way with which imports can be 
bought is by exports, it follows that imports and exports depend on 


each other as well as on incomes. Normally, either fluctuating exchange 
rates of stable exchange rates coupled with the appropriate domestic 
monetary and fiscal policies will make sure that this dependence is 
realized.° 


III. Suppressed Disequilibrium 


If the assumption of orthodox foreign trade multiplier analysis were 
given, the balances of payments would be equilibrated only by gold 
and/or short-term capital movements. In reality, however, the deficit 
countries cannot import as much as they would like to with their in- 
comes. Their imports are, in fact, limited to the amount of foreign 
exchange available to them. In practice this means that they can import 
only as much as they can export plus such amounts as are given to 
them through ERP, Greece-Turkey aid, British loan, etc. 


*I hope to show this in detail in a forthcoming article. 

* Thus Salant states explicitly under the heading “Other Links between Exports and 
Imports”: 

“1. In gold standard countries, gold flows may cause interest rate changes which alter 
both incomes and relative prices and costs of domestic and foreign goods. 

“2. In paper standard countries, movements of the exchange rate may alter relative 
prices and costs of domestic and foreign goods. 

“3. In exchange control countries, the entire balance of payments and therefore the 
relation of exports to imports is directly subject to administrative determination . . .” 
(op. cit., p. 206). 


288 THE AMERICAN ECONOMIC REVIEW 


In short, the full “Keynesian” imports cannot be realized because the 
general conditions of currency convertibility are not given. It seems 
best to describe this as a situation in which the spending functions of 
foreign countries are artificially depressed.° 

The present situation is one of suppressed disequilibrium. If the 
United States were to increase her imports, this would lead undoubtedly, ~ 
as Mr. Kindleberger has insisted, to an equal increase in American 
exports, other things (particularly dollars made available through gifts 
and capital movements) being equal. 

In Keynesian terms, this amounts to an upward shifting of the spend- 
ing functions, which were depressed by exchange controls, etc. This 
seems to me the essence of the argument of Mr. Kindleberger and it 
seems to me irrefutable; it has nothing to do with instabilities of any 
kind.’ The marginal propensities to import are not involved, and the 
question of overcompensation does not arise. The argument depends 
only on the fact that at present foreign countries cannot realize the 
full amount of the “Keynesian” imports which depend only on their 
incomes. 

It is clear that such upward shifts nevertheless represent a move- 
ment towards equilibrium in the balances of payments as the term is 
usually understood. This need be seen in reality, however, only in a 
liberalization of exchange and import restriction, but neither by a fall 
of American exports relative to American imports, nor by a change 
in the international reserves held in various countries. 

It should, perhaps, be pointed out that the supposition that the 
spending functions are artificially depressed, though a special one, is 
nevertheless an assumption which necessarily follows from “orthodox” 
foreign trade multiplier analysis. It is due to the fact that currency 
convertibility canot legitimately be assumed when the analysis shows 
that its conditions cannot normally be given.* 


*It is, of course, likely that there will be some substitution of less preferred domestic 
goods for more preferred by unobtainable foreign goods. But this substitution cannot 
be perfect, particularly when full employment has been reached. 

™See his controversies, especially Am. Econ. Rev., Vol. XX XIX, No. 5 (Sept., 1949), 
p. 975. Obviously the argument presented does not say that an increase in American im- 
ports will raise American exports by more. The argument also implies that exchange 
control does more than merely control capital flight. If exchange control merely controls 
capital flight it could not be argued, of course, that it depressed the spending function. 

* Cf. the following item from the New York Times of October 26, 1949, p. 45, which 
illustrates both the diversion of trade to be expected by the general currency realignment 
which will be discussed below, sec. VI, as well as the dependence of American exports on 
American imports: “Latin American markets of the United States will be affected to some 
extent as prices in terms of sterling are made more attractive, but the amount of dol- 
lars available to South America is the main yardstick.” 
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IV. An Import Multiplier 


The basic fact remains that imports have to be paid for in money 
which a country cannot create itself but has to earn. This is the funda- 
mental reason why imports and exports depend upon each other, and 
not simply upon incomes.’ In addition, the emphasis on offsets to savings 
which leads to imports being considered either to be a leakage or at best, 
as with Metzler, to be neutral in their income and employment effects, 
tends to obscure the fact that this has ceased to be the main problem 
for most European countries. Before turning to the concrete problems 
of postwar Europe, it may be useful to give a brief statement of the 
theoretical considerations involved. Exports being given, imports may 
have the following effects: 

1. a. They may be a leakage, leading to expenditures abroad which 
would otherwise have been made at home. In this case they are a de- 
fletionary influence in the Keynesian sense, as analyzed by Machlup 
and Metzler, and they will reduce employment and possibly the level 
of prices. 

b. They may be neutral on the importing country’s income, if they 
are made out of income which would otherwise have been saved. This 
has been analyzed by Metzler. The indirect effects via increased exports 
induced by the increased foreign income are, nevertheless, stimulat- 
ing.”° 

2. a. If imported resources which are technologically necessary in 
varying degrees for domestic production become available in larger 
amounts, production will become more efficient, and domestic labour 
more productive. This will raise domestic real income. In the extreme 
case, where domestic and foreign resources must be combined in fixed 
proportions (or within a very limited range of proportions), there can 
be no rise of real income without increased imports. 

b. This is also true, though to a lesser degree, when substitution 
of domestic for foreign resources is possible only at sharply increasing 
cost, #.e., with a substantial loss of efficiency. In both cases, if there 
is a rise in money expenditures for whatever reason, the effect will be 
only (in case 2a) or chiefly (in case 2b) a price rise. There need be no 


°Mr. Salant puts a closely related point as follows: “But the export-income-import 
sequence is not the only line of connection between exports and imports. If it were, 
foreign investment or disinvestment in the form of gold or capital movements would 
have to take place freely to cover any surplus or deficit that might arise, and this gold 
or capital movement could not independently affect exports or imports.” (Op. cit., p. 205. 
Then follows the list given above, footnote 5.) While the point to be stressed in this and 
the following sections is related to Mr. Salant’s point, it is not identical with it. 


*T have argued this in “The Volume of Foreign Trade and the Level of Income,” 
Quart. Jour. Econ., Vol. LXI, No. 2 (Feb., 1947), pp. 285-310. 
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increase in employment. In this case, the availability of imports is a 
limiting factor to domestic expansion. 

3. If imports become available, this may lead to increased domestic 
expenditures. The efficiency of investment schedule may be shifted up- 
wards. Essential foreign resources become available and this increases 
the profitability, and hence the level, of domestic investment.” In this 
case, imports by inducing domestic investment clearly have an expan- 
sionary effect of their own. 

Thus, while imports may tend to lower income by diverting demand 
from domestic to foreign goods (points la and b) they will tend to 
raise domestic productivity (points 2a and b) and induce domestic in- 
vestment (point 3). This section investigates points 2 and 3 which seem 
of special importance to postwar Europe. 

For most economies, production depends technologically upon cer- 
tain imports which in turn can be paid for only by exports. Even if 
imports and exports increase together and are at all times balanced, 
this technological interdependence of domestic production upon imports 
will nevertheless raise incomes and employment in most cases, and 
certainly real incomes in all. The necessity for the latter qualifications 
will become clear at the end of this section. 

Suppose we deal with a country such as Italy, the resources of which 
other than labor are meagre,’* but which could produce finished prod- 
ucts if it could import sufficient capital in the form both of food stuffs, 
and of raw materials and semi-finished goods. We can now set up the 
following highly simplified case, which, nevertheless, seems to depict 
accurately a large slice of reality. 

Let income Y consist, as is usual, of consumption of domestic goods 
C, investment I. We omit even exports E. But suppose we now con- 
sider the input relations. In the simplest possible case consumption 
requires only domestic resources. But suppose investment requires both 
domestic resources, say labor, and imported resources, say coal, cotton, 
steel. 

In this case we can write: 


¥=C (d) +1 (md) 


where d symbolizes domestic, and m foreign resources. If all currencies 
are freely convertible, income Y reached with any given investment 


"This is different from Salant’s point which stresses a previous fall in the rates of 
interest. But it is, of course, quite consistent with it. There is no reason why both should 
not happen. 

“This argument is easily adapted to the importation of skilled labour, technicians, or 
“know-how.” 
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stream evidently would be AY —kAI, where k is the usual domestic 
‘multiplier.’* 

But if convertibility of currencies is not given, then the necessary 
imports will not be forthcoming, and, therefore, investments cannot be 
undertaken at all, or only to a smaller degree. It follows that under 
these conditions we get something like an import multiplier which is 
independent of and possibly even cumulative to the usual export 
multiplier. 

Even though consumption could be increased by the employment of 
domestic resources, investment could not, or could be increased only 
less than with imports. This argument depends only on the techno- 
logical dependence of investments on certain imported goods. 

It may be immediately admitted that a sufficient amount of spending 
at home could lead to an increase in employment, but only at the cost 
of a fall in the standard of living. Suppose we take the case of a country 
like Italy. Its consumption in fact depends also on imports, but its in- 
vestment cannot be carried foward to any extent without imports of 
cotton, coal, steel, wool, wheat, etc. Suppose we have a large amount 
of unemployment. 

If the government of Italy were to print money, there is no guarantee 
or even likelihood that employment would increase. The chances are 
that, without directed consumption, prices would simply rise. The 
chance that unemployed Apulian workers would use the extra income 
to see Venice and fill up hotels formerly frequented by Americans are 
slim, to say the least, unless some “Strength through Joy” organization 
forces them to do so. 

Professor Bresciani-Turroni has therefore argued correctly in my 
opinion that a restrictive credit policy in Italy is not the cause of the 
unemployment.’* An inflationary policy would, rather, make matters 


“In the normal Keynesian case Y=C (d) + I (d). Then the increase in income 

6C éI aI 

4 Y = — AC + — AI. But — and — which are the portion of the increase of 
bd bd bd bd 

consumption and investment due to the employment of domestic resources are each unity, 

since no other than domestic resources enter the picture. Hence A Y= AC + AlandA Y 

=k AI. In our variation Y = C (d) + I (md). Then the increase in income A Y = 

éI éI éI 

—AC+—AI+ —AL. While — is unity as before, — is not. If —- A I can be 

bd bd 5m dd 

undertaken even if no imports came in, but no more, the import restriction will serve to 

reduce income. If domestic resources can be substituted for imported ones without loss in 


efficiency, income will be as big as before. But if ro 4 I cannot be undertaken without 


imports, income cannot rise. The usual Keynesian multiplier gives in this case a limit, to 
which income will rise if the supply of all resources, including imports, are infinitely elastic. 


“In Review of the Economic Conditions in Italy, May, 1949. 
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worse, via a deterioration of the balance-of-payments situation. 

The implication, though obvious, is fairly startling. If a country’s 
investments (and indirectly its domestic employment) depend on get- 
ting complementary imported factors it cannot practically achieve full 
employment through spending its way out of unemployment, unless it 
regiments its consumption and thus accepts a low standard of living.”® 

On the contrary, a deflationary policy, through improving the 
balance-of-payments situation, may improve both employment and the 
standard of living. For the essential problem is not one of offsets to 
savings, but of a capital shortage and of capital imports. 

The remedy “Print enough money, hand it out to the people and 
they will be only too happy to raise their average propensity to con- 
sume and collectively lift themselves by their own bootstraps,’’* might 
work in a country like the United States. 

If it is inquired, “Why does it not work elsewhere?,” I think it will 
be found that this is due to the technical dependence of production 
and employment on imports and the inability to pay for these im- 
ports except by exports, i.e., the interdependence of imports and ex- 
ports. 

It might be added that imperfect mobility of factors of production 
within a country is, in many instances, simply another case of the tech- 
nical dependence of (efficient) production upon imports. But this point 
need not be further developed in this context. 

In the symbolic formulation given above—it can hardly be dignified 
by the name of mathematical formulation—exports have deliberately 
been omitted. For it is irrelevant for both the income and the employ- 
ment effects of imports, whether the imports are paid for by the 
exports of goods and services, by the exports of I.0.U.’s or whether they 
are received as gifts. Nor is it relevant that, from a welfare standpoint, 
it is imports rather than exports which are desirable. The argument 


* Essentially the same problem is met with in under-developed countries. The problem 
in their case is how to divert enough factors from whatever they are doing in order 
to form the necessary capital. In fact, these under-developed countries do not, probably, 
have as much “disguised unemployment” as one is tempted to believe. What is disguised 
unemployment and what is simply poverty depends on the social structure of the country. 
In the Italian case (and in all similar cases), it would take a social revolution to make 
people accept that they are mot unemployed when they become domestic servants, etc., in 
a rich man’s household and rake leaves. In India (and all similar cases) it takes a 
social revolution to make people raking leaves actually disguisedly unemployed. 

It is with this point in mind that the alternative definitions of the dear shortage, as 
implying a certain standard of living, have been given. 

**G. Haberler, “The Foreign Trade Multiplier,” comment on J. J. Polak’s article, 
Am. Econ. Rev., Vol. XXXVII, No. 5 (Dec., 1947), pp. 898-906. There is, of course, 
general agreement with Haberler’s conclusion that “this cure cannot be recommended 
to those countries that have been hit by the interruption of international trade” (ibid., 
p. 906). 
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has depended only on technological input relationships. 

I proceed now to construct a case in which the usual foreign trade 
multiplier effect is superimposed on what was termed the import multi- 
plier effect. Suppose we have a country such as Italy (or Denmark, or 
Norway, or Switzerland) which has a skilled population but not the 
resources to employ them efficiently or feed them sufficiently without 
imports. Without imports the population either has to accept a per- 
manently lower standard of living or unemployment. 

Now let cotton be imported as a gift under ERP. This will enable 
increased employment in cotton goods industries, with secondary reper- 
cussions in other industries not technologically dependent upon im- 
ports. To the extent to which cotton goods are consumers goods, the 
standard of living will rise as well as employment. To the extent that 
cotton goods are exported, further imports with their repercussions 
become possible. All repercussions become, of course, progressively 
weaker. 

Suppose the chief export good consists of landscape and sardines. 
If Americans visit Venice, this certainly will now increase employment 
and income in the usually described manner. If American tourists take 
the place of the Marshall gift, we clearly get an increase in employ- 
ment, once because domestic investment depends on imports, and a 
second time because additional unemployed are absorbed in the hotel 
industry. There may be (progressively weaker) tertiary repercussions 
on consumption and imports as employment rises both in the cotton 
goods and automobile industries, as well as in the hotel industry. 

As far as I can see, the employment created by imports is additional 
to that created by exports. A balanced increase in imports and exports 
would thus be even more effective than simply an increase in imports. 
No double counting is involved. The one relation is a technological one, 
the other is the usual Keynesian relation. 

What are the implications for the dollar shortage? As long as imports 
have to be paid for they will be linked to exports. As long as countries 
in the situation outlined have unemployed resources, or as long as the 
efficient employment of their resources depends on imports which they 
wish to get from the United States, any increase in American imports 
will immediately lead to an increase of American exports. For the limit- 
ing factor is the availability of dollars. Again, such an upward shift in 
the spending function will represent a movement towards equilibrium, 
but we cannot expect to see this in actual statistics. 

The facts sketched apply evidently to a great number of European 
countries which are small and with relatively scarce resources, and 
where a high standard of living in the past has been achieved through 
a substantial degree of specialization. 
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To some extent the reasoning outlined also gives a clue to what might 
be expected if countries which could substitute domestic for foreign 
resources with greater ease than Italy, did so in order to save dollars. 
Suppose England, to save dollars (and not for security reasons), ex- 
panded its agriculture at sharply increasing cost. Somebody has to pay 
for that cost increase. It may be suggested that the shift of resources 
towards agriculture, leading to a general loss of productivity, leads to a 
fall in exports—not of course because Americans would not earn the 
sterlings necessary, but because Britain becomes less competitive. This 
loss in competitive position could be overcome by a fall in the standard 
of living. But if such a fall is successfully resisted, no dollars are saved 
by import restrictions.” 


V. Exchange Depreciation with Full Employment 


It has been stressed several times that with fixed exchange rates it 
would be an accident if full employment policies in different countries 
unaccompanied by planned and coordinated import programs did lead 
to balanced international accounts, and that for this reason imports 
and exports must be presumed to depend upon each other as well as 
upon incomes. It has also been pointed out that, except in the case 
where the net slope of international demand is zero (or, what is the 
same thing, the net international demand has unit elasticity), there 
exists a pattern of exchange rates which will bring the international 
accounts into balance for any given full employment policies. 

As full employment is reached, the dependence of imports on exports 
and vice versa becomes all the greater—given a policy of price level 
stability. Suppose that the United Kingdom were to limit its imports 
from the United States by exchange control. This measure in no way 
would be sufficient to remedy the dollar shortage. If things were left 
to themselves, at least part of the money which would have found its 
way to the United States will now be spent at home—traditional multi- 
plier theory assumes that all of it will now compete on the domestic 
market. But there is already full employment at home. An expansion 
of production is, therefore, out of the question. It follows that the addi- 
tional spending will compete with goods which would otherwise have 
been exported. 

On the orthodox foreign trade multiplier assumption that the money 
spent on home consumption and imports together is constant regardless 
of how it is distributed, exports would have to fall by exactly as much 
as imports have fallen. This is, for example, the conclusion of Pro- 

™ Strictly speaking it would have to be proved that exports fall as much as imports. 


If they fall by less, the dollar shortage will be eased though in one of the worst con- 
ceivable ways. 
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fessor Tinbergen: “. . . by restricting imports, part of the internal 
purchasing power is prevented from applying to foreign countries. Then 
it is sure to appear in the home market. If there is full employment, 
this means that exports are reduced to the same extent as imports are 
reduced. . . . In the light of these considerations it is not quite clear 
at present what people in Great Britain think they will attain by a regu- 
lation of imports, when at the same time they will try to realize full 
employment.””® 

It will be observed that Professor Tinbergen’s conclusion overstates 
the case if part of the money which was spent abroad is now not spent 
at all. But unless all of the money which was spent abroad is now saved, 
exports will have to fall, and as a practical matter the modification can 
give only little consolation in the present situation. This argument has 
little to do with “over compensation.’’® It practically indicates, how- 
ever, that as full employment is reached, an increase in American im- 
ports will not of itself lead to an equilibrium in the balance of payments 
as long as the total British income, no matter how earned, is too large. 

With this discussion in mind, consider now the recent realignment 
of European currencies, particularly of the pound sterling. It may be 
said at the outset that, regardless of whether devaluation will or will 
not solve the “dollar shortage” in the long run, it is nevertheless a step 
in the right direction. The immediate problem is evidently to stop the 
dollar drain. Making the dollar universally—or at least almost uni- 
versally—more expensive, is one way of achieving this end. 

It is often said that England, in order to earn the same amount of 
dollars as before, will have to export 30 per cent more in physical terms 
than before the devaluation of the pound. This statément is correct 
only under certain assumptions, and even then does not do complete 
justice to the effects of devaluation. 

In the first place, it is assumed that export prices will vary with the 
dollar rate of sterling, or whatever foreign currency is considered. 
This, however, need not be so under present circumstances, and many 
instances have been reported in the press of the dollar prices of foreign 
currencies remaining unchanged or changing very little.” 

The reasons why this should be so deserve mentioning since it gives 
one clues to the limitations as well as the ramifications of the currency 


*Jan Tinbergen, International Economic Cooperation (Amsterdam and New York, 
1945), p. 134. 

“Tt differs also from the argument given in the preceding section. 

* This seems to be true (according to reports in the New York Times) for whiskey, 
or for Swedish pulp prices, neither of which have changed in dollars; and English pot- 
tery prices have fallen in terms of dollars by only about half the devaluation of the 
pound. 
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realignment. One reason is perhaps that foreign producers feel that 
they sell about all they can in the United States, a feeling which is 
most likely wrong, but probably prevalent. Another reason, a more 
powerful one, is of course the fact that there exists no, or only negligible, 
unemployment outside of Italy, Belgium, and Western Germany.” 
Thus the dollar prices of imports remain more or less where they 
are, and fall less than might be thought because any possible over-all 
expansionary effects of exchange depreciation, such as were stressed 
in Mr. Harris’ Exchange Depreciation,” cannot take place. 


VI. Exchange Depreciation and the Structure of Foreign Trade 


But there is still another point to be made. The effects of exchange 
realignment cannot be discussed by supposing that the United States 
confronts the rest of the world as a whole and lumped together as 
“country II.” The problem of the dollar shortage consists of two inter- 
related parts. The one part consists of the relation of the rest of the 
world to the United States. But the other part consists of the relation 
of the rest of the world among themselves. Even if American imports 
depended solely on American income and not at all on foreign prices 
(which I am not prepared to admit) and even if American demand 
for imports with respect to price were of unit elasticity (which is the 
worst possible case), exchange depreciation would nevertheless be a 
step in the right direction if it led to a better structure of the trade of 
the rest of the world among themselves. 

British imports do not come only from the United States, and their 
exports also go to other countries. It is therefore possible that (a) the 
cut in dollar imports will raise imports from non-dollar areas; or (b) 
the home goods Britishers are now forced to buy would have been 
exported to non-dollar areas rather than to the United States; or, of 
course, a combination of the two.** 


™The New York Times reported, for example, that British pottery export to the 
United States cannot be expanded quickly because of the lack of the requisite skilled 
labor. 

*S. E. Harris, Exchange Depreciation (Harvard University Press, 1936), e.g. pp. XXVI, 
6-7 and passim. 

* How relevant this is in the present situation can immediately be seen when the 
figures for the British dollar gap are considered. The estimated dollar deficit of the sterling 
area for 1949 was $1,912 million. But of this “only” two-thirds, namely $1,280 million, 
were the deficit incurred by the United Kingdom itself, vis-a-vis the dollar area. Some- 
thing less than one-sixth, $336 million were a dollar drain towards non-dollar countries, 
chiefly Switzerland, Belgium, the Bizone of Germany, and Iran. (The figures, which ulti- 
mately came from Hansard, July 14, 1949 Cols. 803/4, have been quoted from Monthly 
Review, Federal Reserve Bank of New York [October, 1949], p. 115). 

The figures indicate that the dollar drain on the sterling area as a whole could be 
substantially reduced if only Britain shifted some exports also to the non-dollar countries 
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To the extent to which the two cases occur, the dollar shortage will 
be eased, and general convertibility of currencies will have been more 
closely approached. However, first it is unlikely that every substitution 
of potential dollar exports for the cut of dollar imports can be entirely 
avoided; that is, some deliberate reduction of domestic income remains 
necessary. 

Secondly, it cannot be expected that without some prodding non- 
dollar imports will be automatically substituted for dollar imports. It 
is therefore necessary to induce this substitution. The currency realign- 
ment is exactly the prodding needed even if it should turn out not to 
be sufficient. This would be true even if all currencies had depreciated 
to the same extent vis-a-vis the dollar. 

The fact is that not all currencies that have depreciated have done 
so to the same extent as the pound sterling. All dollar imports have thus 
become more expensive and dollar exports (by foreign countries to the 
United States) have become cheaper. This will, at least, work in the 
direction of maintaining dollar exports, decreasing dollar imports and 
either shifting the composition of trade towards the soft currency* 
countries; or making sure that at least most of the additional domestic 
purchasing power will compete with exports to soft currency areas 
rather than to the dollar-Swiss franc area. 

Theoretically speaking, exchange-rate flexibility which always main- 
tains the correct exchange rates makes sure that in fact imports and 
exports are interdependent, and changes in the exchange rate may be 
interpreted as the parameters by which the import functions of any 
country with respect to any other country are shifted. Even if the over- 
all elasticity of demand for import of any one country is unity, informa- 
tion regarding this combined elasticity is not quite relevant since the 
disequilibrium in the balances of payments can be at least partially 
eliminated by a reshuffling of the country composition of trade.”* 


to which it has been losing dollars. Since these countries, too, have on the whole a deficit 
towards the United States, a shift of their imports from the United States to the United 
Kingdom would also tend to reduce the dollar deficit all around. There can be little doubt 
that one important factor which has led to this wrong distribution of trade has been that 
the United States has been relatively cheaper than Great Britain for the kind of goods 
Belgium or Switzerland wanted. With the dollar more expensive all around, and with 
the Swiss franc having remained at its previous dollar parity, there exists a good proba- 
bility that some such redirection of trade will take place. 

* The following graphic representation has been suggested to me by my colleague Mus- 
grave for the unfavorable case in which the supply of U. S. dollars to the rest of the 
world is constant regardless of the exchange rate. Even if it were reasonable to assume 
that the number of American tourists going abroad depends solely on American income, 
it still might depend very much on the £/franc rate whether they go to England or France. 
Suppose the horizontal axis gives the total amount of dollars spent by the United States 
abroad. The vertical axis measures the ratio of francs to £. The curve falling from left to 
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It has already been pointed out that the orthodox foreign trade multi- 
plier analysis is able to assume an independence of imports and exports 
only because a constant exchange rate is postulated, because it is 
postulated, in short, that convertibility of currencies can exist indefi- 
nitely even if the balances of payments are continuously in disequilib- 
rium. If the conditions for the functioning of a multilateral system are 
included in the problem—as surely they must be both practically and 
in the interest of a clearcut /ong-run theoretical analysis—it is found 
that exchange rates provide the necessary link which establishes this 
multilateral pattern. 

It is of immediate interest, therefore, to show that in practice the 
“correct” and the “wrong” exchange rate have, at least in one case, 
meant the difference between a balance and an imbalance in the inter- 


right gives then the American demand for imports from Great Britain, which increases 
as the £ becomes cheaper relative to the franc. The rising curve for the American demand 
for French imports is found by deducting at any franc-sterling rate the English imports 
from the total American imports. The French curve is, of course, read from right to left. 


U.S. import trom England as U.S. imports from Francie as 
functiion of the tranc/sterling function of the fronc//sterling 


TOTAL U.S. IMPORTS 


Total American imports: OA’ = AD Imports at exchange OA from England AB — 
France AC AB + AC = AD. 


Under the assumption that the supply of American dollars is constant regardless of the 
value of the dollar in terms of other currencies, it can be easily shown that the distribu- 
tion of American imports from France and Great Britain respectively will be inversely 
proportional to the elasticity of the American demand for their imports. 

Something similar holds also for other countries. Dutchmen may be indifferent whether 
to buy a Morris car, Renault or a Volkswagen, and are likely to decide on the basis of 
price. All reports indicate that even though the devaluation of the guilder, for example, 
has not done too much to ease the Dutch dollar shortage directly, it has served to bring 
Dutch-Belgium trade into greater balance, and it is thus serving to eliminate one obstacle 
to the proposed Benelux union. Furthermore, the devalutaion of sterling has made sterling 
more acceptable to Belgium—another indication of the reshuffling of trade which has 
taken and is taking place. 
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national accounts. Professor Bresciani-Turroni has taken issue with 
Mr. Camille Gutt on the abolition of the “wrong” cross rates of the lira 
with the dollar and the pound. Professor Bresciani-Turroni has argued” 
that the “wrong” cross rates are due to the underlying maladjustment 
of trade relation at the official rates and tend to correct this maladjust- 
ment much in the way sketched in the paper. 

This has been the Italian experience with the official as against the 
“free” cross rates, at which the pound sterling was cheaper relative to 
the dollar: | 


The effects of the agreement of November 26, 1948, following on which 
the Italian Government consented to fix a rate of exchange for the pound, 
equal to 4.03 times the exchange rate of the dollar . . . are causing serious 
concern to the Italian Government. As is remarked in the report of the 
Bank of Italy for 1948 (p. 5) “When the exchange rate quoted by our 
market remained below the ratio of 4.03, there was sufficient equilibrium 
between our receipts and expenditures in sterling, and the holdings of the 
latter by the Italian Foreign Exchange Control Board showed a tendency 
to decrease.” Further the devaluation of the pound on the Italian market, 
as compared with its official parity, had resulted in a tendency to shift 
Italian exports from the sterling area to the dollar area, at the same time 
shifting imports from the latter area to the sterling area. Now instead, 
the artificial exchange rate for the pound on the Italian market prevents 
such reactions as would be favorable to re-establishing the equilibrium of 
Italian trade with regard to the dollar area. In fact the high price of 
sterling seriously handicaps imports from the sterling area; on the other 
hand there has been a considerable increase in exports to the sterling 
area. . . . The consequence has been the piling up of a large quantity of 
inconvertible sterling . . . creating a serious problem for which it is not 
easy to find a solution.*® 


VII. Conclusions 


What the effect of the currency realignment on the dollar shortage 
will be, is, of course, a difficult factual problem which cannot be an- 
swered simply by a priori reasoning. The analysis, however, if it is 
correct, leads to the following conclusions. 


*C. Bresciani-Turroni, “The Problem of the Cross-Rates of Exchange; Banco di 
Roma,” Review of the Economic Conditions in Italy, May, 1948; and “The Cross Rates 
of Exchange Once More,” op. cit., September, 1949. In the first article, Professor Bresciani- 
Turroni shows that the establishment of official cross rates at variance with free cross 
rates amounts, mathematically, to an overdetermined system of equations. 

* Bresciani-Turroni, op. cit., September, 1949, p. 394. It should be added that while the 
pound sterling devalued by 30.5%, the Italian lira devalued only by 9.1%. In the com- 
parison of the two devaluations it should be considered that the English devaluation is 
from an official $4.03 per pound to another official $2.80 per pound; the Italian devalua- 
tion is from a “free” or at least partially free 0.1739¢ per lira to a “free” or at least 
partially free 0.1580¢ per lira. 
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1. An increase in American imports, though desirable, will not by 
itself lead to a solution of the dollar problem because exports and im- 
ports must theoretically be presumed to depend upon each other: (a) 
because the present situation can only be described as one of suppressed 
disequilibrium; (b) because investments and/or exports of many 
European countries depend on their imports; and (c) because the only 
way in which these imports can be paid for is by exports: Thus the 
level of imports bears upon labor productivity (standard of living at 
full employment) and the level of domestic investment (level of em- 
ployment). 

2. Areduction of European imports from the United States by means 
of import control would of itself lead to a fall in their exports. Measures 
to control inflation become more urgent with a reduced availability of 
American supplies. 

3. Since imports have to be paid for by exports, the convertibility 
condition (assumed to exist in orthodox foreign trade multiplier analy- 
sis) must be given in reality. If they are not given, there will exist 
not only a dollar shortage but all manners of “little” dollar shortages 
as expressed in a hierarchy of soft and hard currencies. 

4. Income adjustmenis by themselves will not lead normally to the 
establishment of the convertibility condition. The alternatives are either 
exchange and import controls and the development of bilateralism and 
discriminatory practices, both of which are for sufficient reasons politi- 
cally inacceptable to the United States. Or a currency realignment will 
help to re-establish the pattern of multilateral trade which is the basis 
of all currency convertibility. 

5. Since the world consists of several trading units, not only the over- 
all balance but the structure of that balance is important for each 
country.*” Even if over-all elasticities should be very low, it would 
nevertheless be possible to reach or at least approach an equilibrium 
through a reshuffling of trade. Figures for the elasticity of over-all 
demand of a country for its imports seem therefore largely irrelevant.** 

“Tt will be recalled that the English balance of payments showed an over-ail balance, but 
a completely wrong structure. 

*In addition, the following points should be added. First, nothing has been said about 
the blocked sterling accounts. This problem is clearly of paramount importance. For there 
exists no practical exchange rate for sterling which would balance the English accounts 
if all blocked sterling would suddenly be made freely convertible. Any more than there 
is any banking system in the world which could withstand a run. The problem consideted 
is one which assumes that there is neither capital flight, nor an abnormal amount of 
“unrequited” exports. 

Secondly, whether or not the currency realignment leads to a reduced standard of living 
depends on the alternatives open, as well as on the movement of the terms of trade. It 
is, offhand, certainly not clear why better terms of trade with smaller imports should 


be preferable to worse terms of trade with bigger imports. But this is another problem 
which cannot be considered here. 
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GRAHAM’S THEORY OF INTERNATIONAL VALUES 


By Lioyp A, METZLER* 


I 


The same rule which regulates the relative value of commodities in one 
country does not regulate the reiative value of the commodities exchanged 
between two or more countries. 


With this sentence, written in the chapter on foreign trade in his 
Principles of Political Economy and Taxation, Ricardo introduced a 
doctrine which served for more than a century to distinguish the theory 
of prices in international trade from the theory of prices within a single 
country. According to the Ricardian view, which later became the 
accepted view among the great majority of English economists, relative 
prices within a single country are determined largely by costs of pro- 
duction. Capital and labor being mobile, there is a tendency for the 
returns to the factors of production to be the same in all segments of 
the economy, and this means that when the demand for various com- 
modities is altered, the supply of each product is adjusted to the state 
of demand, with only moderate changes in relative prices. In short, 
cost of production governs relative prices while demand governs the 
allocation of labor and capital in the production of different commodi- 
ties. With respect to trade between countries, Ricardo argued that his 
simple cost-of-production theory of relative prices was not applicable. 
Since labor and capital do not move freely from one country to another, 
there is no necessary tendency for the profits on capital to be the same 
in all countries. In other words, substantia! differences can exist between 
wages and profits in one country and wages and profits elsewhere with- 
out bringing about a migration of labor and capital between countries. 
For this reason it is not meaningful, according to Ricardo, to say that 
relative prices in international trade are governed, as in domestic trade, 
by relative costs of production.’ 

Although Ricardo was aware that a cost-of-production theory was 
inadequate to explain prices in international trade, he was always 
somewhat vague as to how international prices or the terms of trade 


* The author is professor of economics at the University of Chicago. 
* Everyman’s ed., p. 81. 
* David Ricardo, of. cit., pp. 82-83. 
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are actually determined.* It was John Stuart Mill who first saw that 
the pattern of international prices is governed, through the price-specie 
flow mechanism, by the intensities of demand in each country for the 
goods of other countries.* And it was Mill who explained how an in- 
crease in demand for foreign goods in one country tends to increase the 
prices of the goods which that country buys from abroad, relative to the 
prices of the country’s exports. The introduction of demand schedules 
into the theory of international trade and the explanation of relative 
prices in terms of these demand schedules is generally regarded as one 
of Mill’s most substantial contributions to economics. By showing that 
international values depend upon demand conditions, while domestic 
values depend upon costs, Mill supported Ricardo’s thesis concerning 
the difference between the theory of international trade and the theory 
of trade within a single country. 

The ideas originally developed by Mill were later considerably re- 
fined and presented in geometric form by Marshall,’ but the basic 
principles of the so-called classical theory of international trade are all 
to be found in Mill’s earlier work. Starting with a simple case of trade 
in two commodities between two countries, Mill demonstrated how the 
relative prices of the two commodities are governed by each country’s 
demand—or “reciprocal demand” as he called it—for the export prod- 
uct of the other country. Many oi the most important propositions in 
the theory of international values were proved by employing such de- 
mand schedules. Among these propositions, the following should per- 
haps be mentioned specifically, although others might also be men- 
tioned: (1) The terms of trade between two commodities and two coun- 
tries must necessarily lie between the relative costs of production in one 
country and relative costs in the other, the final equilibrium being deter- 
mined by intensities of demand in such a way that the country with the 
more intense demand for the export of the other enjoys a smaller part 
of the gains from trade. (2) Asa corollary of (1), it follows that tariffs, 
by reducing a country’s demand for imports, may bring about a favor- 
able movement in the tariff-imposing country’s terms of trade. (3) A 
duty on exports has substantially the same effects as a duty on im- 
ports, i.e., it moves the terms of trade in favor of the country imposing 
the duty. (4) If each country’s demand for imports is inelastic, an 


*In his chapter on foreign trade, for example, he simply assumed an arbitrary division 
of the gains from trade without, indicating how this division came about. Jbid., p. 82. 

“John Stuart Mill, Essays on Some Unsettled Questions of Political Economy, written 
in 1829 and 1830, but not published until 1844, Essay I. 

* Alfred Marshall, The Pure Theory of Foreign Trade, printed for private circulation 
in 1879. The substance of this paper was later published, with minor changes, as Appen- 
dix J of Marshall's Money, Credit and Commerce (London, 1923). 
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equilibrium of prices may be unstable in the sense that slight devia- 
tions from the equilibrium position will lead to even larger devia- 
tions.° 

Although some of the preceding propositions were at times misunder- 
stood, particularly by the advocates of free trade, the basic technique 
by which they were derived was a familiar and widely accepted tech- 
nique throughout the second half of the nineteenth century. During 
the inter-war years of the present century, however, the equations of 
reciprocal demand and many of the conclusions derived from them 
were seriously criticized by the late Professor Frank D. Graham. In 
two articles published almost a decade apart, Graham argued that the 
classical method of dealing with international problems as though in- 
ternational trade consisted of two countries trading in two commodities 
was an over-simplification which concealed the true nature of the 
balancing process and frequently led to incorrect conclusions concern- 
ing the terms of trade.’ He argued in particular that if all commodities 
are produced at constant costs in terms of “units of productive power” 
and if trade is of the complex sort in which several countries are deal- 
ing in several commodities, the adjusting process in response to a shift 
of international demand is not essentially different from the Ricardian 
adjusting process within a single country. Graham thus rejected the 
classical view that the theory of international values differs in funda- 
mental respects from the theory of domestic values. 

Graham’s critique of the classical theory and his proposal for an 
alternative theory constituted, in my opinion, a major contribution to 
international economics. But neither the critique nor the alternative 
theory has succeeded in the twenty-six years since they were first pub- 
lished in bringing about a general rejection of classical doctrines. To a 
considerable extent economists have continued, as before, to analyse 


* Mill, who paid no attention to problems of market stability in his Essays, later be- 
came concerned as a result of criticisms of his earlier work about the possibility that his 
law of reciprocal demand might describe a state of neutral equilibrium; i.e., he believed 
it possible “that several different rates of international value may all equally fulfill the 
conditions of this law.” (Principles of Political Economy [New York, 1893], reprinted 
from the fifth London ed., p. 154.) He argued incorrectly that such a neutral equilibrium 
would exist if each country had a unitary elasticity of demand for imports, or in his own 
words, if “any given increase of cheapness produces an exactly proportional increase of 
consumption .. .” (Principles, p. 155). In a long and involved argument introduced at 
the end of the chapter on international values in the third edition of his Principles, Mill 
attempted without success to solve the problem arising from neutral equilibrium. The 
correct conditions of market stability were first derived by Marshall in Chapter II of 
his Pure Theory of Foreign Trade; and later, in Money, Credit and Commerce (p. 355), 
Marshall pointed out the error in Mill’s earlier treatment of the subject. 

™Frank D. Graham, “The Theory of International Values Re-examined,” Quart. Jour. 
Econ., Vol. XXVIII (Nov., 1923), pp. 54-86; idem., “The Theory of International 
Values,” Quart. Jour. Econ., Vol. XLVI (Aug., 1932), pp. 581-616. 


+ 

; 

i 

| 


304 THE AMERICAN ECONOMIC REVIEW 


international problems by means of the classical, two-country, two- 
commodity equatidns of reciprocal demand. The differences between 
Graham’s theory and the classical theory have thus remained unre- 
solved. It is therefore most fortunate that Graham published shortly 
before his death a new book, The Theory of International Values,® in 
which his fundamental ideas are re-stated, elaborated, and applied to 
a number of practical problems. My purpose in this paper is to attempt 
an evaluation of Graham’s theory as it appears both in the book and 
in his earlier articles. 

To anticipate the discussion below, it is my opinion that Graham’s 
theory, despite its importance in international economics, does not 
really call for such a complete rejection of the classical theory as its 
author at times seemed to suggest. What is required, instead, is a con- 
siderable modification of our way of interpreting the classical equations 
of reciprocal demand as well as a reconsideration of the probable or 
likely form of such equations. If this does not represent exactly a 
revolution in the theory of international trade, it is nevertheless a sub- 
stantial innovation, and perhaps one of the most important innovations 
since thé classical theory was first presented. 


II 


The basic principle of Graham’s theory may be stated quite simply. 
In a complex situation in which a considerable number of countries 
carry on international trade in a considerable number of commodities, 
some of the commodities are almost certain to be marginal commodities 
in some of the countries; marginal in this sense means that at existing 
prices and costs one or more countries is in a zone of indifference as 
to whether a given commodity shall be imported or produced at home 
and possibly exported. If such marginal commodities exist, disturbances 
in the world balance of international payments can usually be offset 
by appropriate adjustments of output and no significant changes in the 
terms of trade will occur. It follows that, if the network of trade is 
sufficiently complex, the process of adjustment to a disturbance in inter- 
national trade does not differ significantly from the process of adjust- 
ment in domestic trade. Graham argued, in other words, that the classi- 
cal distinction between the theory of international values and the theory 
of domestic values was largely redundant. He believed that international 
prices are for the most part determined by cost of production, just as 
in domestic trade, and that conditions of demand play only a minor réle. 
In the first of his two articles he gave numerical examples of trade in 
three commodities between four countries, and in his book be considered 


* Princeton University Press, 1949. 
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a more complex situation in which ten countries carry on trade in 
ten commodities. Since the process of adjustment is virtually the same 
in all of the examples, however, Graham’s theory may be illustrated 
by relatively simple models. I shall, therefore, present only two models; 
in the first of these, two countries are assumed to be trading in three 
commodities, while in the second, three countries are trading in two 
commodities. 

Let France and England be the trading countries in the first example, 
and suppose that these two countries are trading in cloth, wheat, and 
machinery. Following Graham’s procedure, I assume that the three 
commodities are produced at constant cost in both countries. Although 
Graham spoke of “units of productive power” and described the cost 
conditions in terms of such units, his theory in this respect does not 
differ fundamentally from the labor theory of value. I shall, therefore, 
assume that the unit of productive power in each country is a unit of 
labor, and that the productivity of one unit of labor in each country, 
over a given period of time, is as follows: 


Provuct oF ONE UNIT or LABor 


Wheat Cloth Machinery 
England 1 2 4 
France 1 1 1 


Under the assumed conditions of productivity England wil! clearly be 
an exporter of machinery, since English comparative productivity is 
higher in that commodity than in any other commodity. And for a 
similar reason, France will export wheat. With respect to cloth, how- 
ever, the situation is indeterminate. Cloth, being an intermediate com- 
modity in the scale of comparative productivity, may move in either 
direction depending upon the level of wages and costs in the two 
countries. Conceivably the two price levels may be such that the cost 
of producing cloth will be exactly the same in both countries. Suppose 
that this is actually the case. Suppose, for example, that the wage rate 
is £1 in France and £2 in England. The world price of machinery will 
then be £0.5, its cost of production in England, while the world price 
of wheat will be £1, which is the cost of wheat production in France. 
The price of cloth, finally, will be £1, and this is exactly equal to its 
cost of production in both countries. Cloth is thus a marginal commodity 
which may be exported by either country, the outcome depending upon 
conditions of demand. 

Suppose, now, that the residents of each country spend half of their 


*In both examples exchange rates are assumed to be constant; prices and costs in France 
have accordingly been expressed in pounds sterling at the given exchange rate between 
the franc and the pound. 
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incomes on wheat, the remaining income being divided equally between 
cloth and machinery. In order to know what the demand for the three 
commodities will be under these conditions, we must make some as- 
sumption as to the size of the two countries’ labor forces; let the labor 
force of England consist of 300 labor units and that of France consist 
of 800 labor units. With the given wage rates, the national incomes 
in the two countries, at full employment, will then be as follows: Eng- 
land, £600; France, £800. At this level of incomes, the total expendi- 
tures on wheat of the two countries together will be £700 (half of 
£1400), and since France clearly has a comparative advantage in 
wheat, the entire production must come from that country; this means 
that French exports of wheat will amount to £300. Production of ma- 
chinery, on the other hand, must take place entirely in England, and 
the total demand for machinery will be £350, of which £200 represents 
exports to France. Looking at the French exports of wheat and imports 
of machinery, we see that, in order to balance its international accounts, 
France must import cloth to the extent of £100. At an income level of 
£800, the domestic demand for cloth in France will be £200, so that 
France must use £100 of resources in the production of cloth in addi- 
tion to importing cloth from England. The English demand for cloth 
will be £150, and England must accordingly produce £250 of cloth in 
order to satisfy both her domestic and her foreign demand.” All of these 
inter-relations are summarized in Table I, below: 


TABLE I 


(in pounds sterling) 


Wheat Machinery Cloth | — Total 


England 
Production 350 250 600 
Consumption 300 150 150 600 
Exports 200 100 300 


Imports 


France 


Production 700 100 800 
Consumption 400 200 200 800 
Exports 300 300 

200 100 300 


Imports 


I assume, now, that the balanced state of trade between France and 


England is disturbed by an increase in demand for imports in France, 


* Throughout his numerical examples Graham employed units of physical product rather 
than units of value. Units of value have been used in my own examples in order to show 
the relative importance of each commodity in a country’s total output. Since all prices 
remain constant, the choice of units is purely a matter of convenience. 
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and a corresponding decline in demand for domestic goods in that 
country. More exactly, I assume that after the change in tastes has 
taken place, the French spend half of their income on machinery and 
one-fourth on each of the other two commodities. This leads initially 
to a deficit in the French balance of payments, and according to the 
classical theory the resultant flow of gold from France to England 
should lower prices in the former country and raise prices in the latter, 
thereby moving the terms of trade against France and ultimately re- 
storing equilibrium in the balance of payments. As Graham emphasized, 
however, such a shift in the terms of trade can hardly occur as long as 
France and England are both producing the intermediate commodity, 
cloth. Any slight increase in English prices and costs relative to French 
prices and costs would enable France to undersell English cloth pro- 
ducers in both countries, thereby greatly expanding French exports 
and reducing French imports. If this were to occur, the French deficit 
might well be converted into a surplus, and the flow of gold reversed. 
Following this line of thought, Graham would have said that the French 
deficit could be eliminated simply by a shift of production in the two 
countries, with no permanent gold movement in either direction and 
with no change in relative prices between the two countries. 

In order to see what sort of shifts in production will be required, we 
may adopt the same type of argument employed in developing Table I. 
As before, France will continue to supply wheat to both countries. But 
the French demand for wheat is now £200 rather than £400, and 
French wheat production must accordingly fall from £700 to £500. The 
English demand for wheat remaining unchanged, French wheat exports 
will continue at the former level of £200. French imports of machinery, 
on the other hand, will rise from £200 to £400. International trade in 
wheat and machinery thus gives the French a deficit of £100, and in 
order to balance its accounts, France must export cloth in the amount 
of this deficit. In cther words, France must shift from an import of 
cloth in the amount of £100 to an export in the same amount, which 
means that the £200 of resources freed from the production of wheat 
must be employed in producing cloth. In England, the production of 
machinery must rise from £350 to £550 in order to satisfy the new 
French demand. This means that English cloth production must be re- 
duced from £250 to £50, and that the English will accordingly have a 
demand for the £100 of cloth which France must export in order to 
balance its accounts. Taking account of all of these changes, the new 
table of production and trade will be as shown in Table II. 

At this point it may be useful to compare the adjustments of supply 
indicated in Table II with the adjustments that would have occurred 
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had there been no impediments to the movement of resources. The 
initial disturbance, it will be recalled, was a shift in demand from wheat 
to machinery in France, the amount of the shift being £200 at prevail- 
ing prices. Now if France and England had been a single economic sys- 
tem, the ultimate effect of such a shift in demand would have been a 
movement of resources in the amount of £200 from the wheat industry 
to the machinery industry. Since France produces no machinery, how- 
ever, and since labor is not free to move from France to England, such 
a direct shift of resources is clearly impossible. Nevertheless, a com- 
parison of Table II with Table I reveals that the net effect of the 


TaBLe II 
(in pounds sterling) 


Wheat Machinery Cloth | Total 
England 
Production 550 50 600 
Consumption 300 150 150 600 
Imports 300 


| 

E 400 | 400 
| 
| 


| 

France 
Production 500 | 300 800 
Consumption 200 400 200 800 
Exports 300 100 400 
Imports 400 400 


shifts in resources which take place in both countries is equivalent to a 
direct movement of resources from wheat production to machinery 
production. In France, wheat production is reduced by £200 while cloth 
production is increased by the same amount. In England, cloth produc- 
tion is reduced by £200 while machinery production is increased by 
this amount. Considering both countries together, the changes in cloth 
production thus cancel against each other, leaving only a net shift of 
output from wheat to machinery. The intermediate product, cloth, 
acts as a sort of buffer and through this intermediate product a shift 
in resources which would otherwise have been impossible is accom- 
plished. The increased demand for imports in France creates, so to 
say, an automatic increase in demand for French exports, with no 
change at all required in the terms of trade between the two countries. 

The validity of this conclusion obviously depends upon the existence 
of an intermediate product which can be produced at the same cost 
in both countries. With only three commodities being produced, it would 
be a sheer accident if the cost of production were exactiy the same in 
both countries for the intermediate commodity. Graham argued, how- 
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ever, that if there is a large number of commodities, one or more of 
these is almost certain to be a marginal or intermediate commodity; 
and if this is the case, a disturbance in the balance of payments may 
be rectified in the manner indicated above, without a movement in the 
terms of trade. 

If the number of commodities entering into international trade is 
small, it is still conceivable that one or rnore of them may be an inter- 
mediate commodity; but this is likely to be true only if the number of 
countries participating is large and if relative costs of production of the 
various commodities differ among the countries. Perhaps it would be 
better to say, in such an event, that the adjustment takes place through 
an intermediate country rather than through an intermediate com- 
modity. An intermediate country is one whose domestic cost ratios for 
at least two of the commodities are about the same as international price 
ratios; such a country would have no incentives to specialization as far 
as these particular commodities are concerned, and would accordingly 
be indifferent as to importing one or the other of them or producing 
them both at home. The réle of the intermediate country in Graham’s 
theory may be illustrated by a second numerical example. Suppose there 
are three countries, England, France, and Hungary, trading in two 
commodities, cloth and wheat, and let the productivity of a unit of labor 
in each country be as follows: 


Cloth Wheat 


England 2 1 
France 1 1 
Hungary 0.5 1 


From the productivity table it is obvious that France is the intermediate 
country. England has the greatest comparative advantage in cloth, and 
will therefore specialize in that commodity, while Hungary for a simi- 
lar reason will specialize in wheat. France, on the other hand, may 
specialize in either commodity or in neither, depending upon the terms 
of trade between the two commodities and upon the state of inter- 
national demand. Suppose that the wage rate is £2 in England and £1 
in both France and Hungary. England will then specialize in cloth, 
since her cost of producing wheat will exceed the cost of producing 
wheat in the other two countries. Hungary will be unable to produce 
cloth on a competitive basis and will therefore specialize in wheat, while 
France, the intermediate country, will be able to produce either com- 
modity at the same cost that it is exported from one of the other coun- 
tries. The price of each commodity will of course be £1. 

Suppose that the labor supply is 300 in England, 800 in France, and 
400 in Hungary. At the prevailing wage rates, national incomes of the 
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three countries will be as follows: England £600; France £800; Hun- 
gary £400. 

| We may assume, now, that each country spends half of its income on 
each commodity. Total money expenditures of all countries on cloth 
will then be £900. But since the English capacity, even under com- 
plete specialization, is only £600, cloth production of £300 will have to 
be undertaken in France. The world demand for wheat will likewise be 
£900; of this amount, £400 can be supplied by Hungary, leaving £500 
of wheat to be produced by France. Production, consumption, and trade 
of the three countries will then be as shown in Table III. 


TABLE ITI 
(in pounds sterling) 


Wheat Cloth 


. England 
Production 
Consumption 
Exports 
Imports 


France 
Production 
Consumption 
Exports 
Imports 


Hungary 
Production 
Consumption 
Exports 200 
Imports 200 


With the given state of demand, the intermediate country, France, thus 
imports a small amount of cloth and exports a small amount of wheat 
while producing both commodities for itself. 

Suppose, now, that the English demand for wheat increases so much 
that the residents of England spend three-fourths of their incomes on 
that imported commodity. In other words, at the full-employment level 
of income, the English demand for imports rises from £300 to £450. 
Initially this increase in demand for imports leads to a deficit in the 
English balance of payments; and according to the classical theory the 
resultant outflow of gold from England to the other two countries 
should lower prices and costs in the deficit country while raising prices 
and costs in France and Hungary. In this manner, the British deficit 
should be gradually eliminated through an adverse movement in the 
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| | Total 
| 600 | 600 
300 300 600 
300 300 
| 300 300 
| 
500 300 800 
100 100 
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English terms of trade. It is easily seen, however, that as long as France 
is producing both wheat and cloth at constant cost no such change in 
the terms of trade is possible. As soon as wheat rises in price in world 
markets, relative to the price of cloth, it immediately becomes profitable 
in France to shift resources from cloth to wheat. This increases the 
French demand for imported cloth and at the same time counteracts 
the initial movement of world prices. In other words, the increase in 
English demand for wheat is matched by an equivalent increase in the 
French supply of wheat and in the French demand for English cloth. 
The shift in supply from cloth to wheat in France means that any price 


TABLE IV 
(in pounds sterling) 


Wheat Cloth 


England 
Production 
Consumption 
Experts 
Imports 


France 
Production 
Consumption 
Exports 
Imports 


Hungary 
Proauction 
Consumption 
Exports 200 
Imports 200 


changes which occur can be only temporary and that, as a consequence, 
the gold movements from England to the other two countries must 
eventually be returned. The new world demand for wheat, including the 
increased English demand, is £1050, and since Hungary can supply only 
£400 of this, the French output of wheat in the new equilibrium must 
be £650. Similarly, the world demand for cloth in the new position is 
£750, of which £600 will be supplied by England; the remaining £150 
of cloth will, of course be produced in France. A new equilibrium be- 
tween world supply and world demand is thus established through shifts 
in French output without any permanent movements in prices and costs. 
The new equilibrium is shown in detail in Table IV. 

Comparing Table IV with Table III, we see that the world supply of 
wheat, at prevailing prices, has increased from £900 to £1050, while the 


- 
| | Total | 
| 
450 150 600 
450 450 
450 | | 450 
630 150 800 
400 400 800 
250 250 
250 250 
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world supply of cloth has declined from £900 to £650. Considering the 
world economy as a unit, the adjustment to the new conditions of 
demand is thus seen to conform completely with the Ricardian theory 
of value within a single country, #.e., supply has been determined by 
conditions of demand, while prices have been determined by the un- 
changed cost ratios. Our second numerical example, like the first, thus 
supports Graham’s argument that the classical distinction between 
international value theory and domestic value theory is redundant. Once 
again the world supply has adjusted itself to a new world demand 
despite the fact that resources cannot be moved from one country to 
another. The difference between the two examples is that in the second 
example the adjustment of supply takes place entirely in the inter- 
mediate country, whereas in the first example the adjustment occurs in 
two countries and is made possible through the presence of an inter- 
mediate commodity. In more complex situations in which there are a 
large number of both commodities and countries, the adjustment of 
supply may occur either through an intermediate commodity or through 
an intermediate country. But regardless of the particular adjustment, if 
either type of adjustment is possible a new equilibrium can be estab- 
lished, as Graham demonstrated, without a significant movement of the 
international price ratios. 

Whether an adjustment of supply will be possible without a sub- 
stantial change in international terms of trade obviously depends upon 
the existence of intermediate commodities or intermediate countries and 
upon the productive capacity with respect to such commodities or _ 
countries. In this regard Graham’s method of presentation is somewhat 
lacking in generality; he demonstrated his thesis entirely by means of 
numerical examples, similar to the examples given above, and did not 
attempt to show that his conclusions are valid for all such examples. It is 
my own belief, however, that this lack of generality does not seriously im- 
pair the validity of Graham’s case. He argued that intermediate commod- 
ities and intermediate countries are more likely to be present the more 
complex the network of trade. To illustrate this point be presented an 
example in which ten countries were trading in ten different commodi- 
tics, and showed that in such a complex situation large shifts in world 
demand would exert a relatively small influence upon the international 
price ratios. Starting from an equilibrium position in which each country 
spent one-tenth of its income on each of the ten commodities, he 
assumed that the world demand changed in such a way that the demand 
for five of the commodities increased by 50 per cent while the demand 
for the other five declined by the same percentage. He then demon- 
strated that, if constant costs prevailed, a new equilibrium would be 
established in which two of the commodities increased in price, relative 
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to the others, by only 5 per cent, while all other commodity price ratios 
remained unchanged.*? He demonstrated also that other, equally large, 
shifts of international demand would have similarly small effects upon 
international price ratios. From such examples he concluded that 
“’. . once a trade between many countries in many commodities has 
been established . . . the existing norm in the ratio of exchange is un- 
likely to be altered much, if at all, by any change in demand that would 
ordinarily occur.”” 
III 


In evaluating Graham’s theory, it is perhaps best to begin by asking 
how it is related to traditional economics. Do Graham’s arguments really 
represent, as their author asserted in his book, a “complete refutation 
of classical doctrine,” or is it better to say, as Graham said in the first 
of his earlier articles on the subject, that “the classical theory of inter- 
national values seems . . . to be open to grave objections, objections 
which, while they do not subvert its foundations, neverthless call for a 
substantial modification of its conclusions”? In short, must the classical 
theory be replaced by a completely different theory, or is it capable of 
being modified so as to make allowance for Graham’s major criticisms? 

It is my opinion, as I have indicated earlier, that Graham’s theory, 
when it is examined in the perspective of history, will be regarded as a 
modification, albeit an important modification, rather than a complete 
refutation of the classical doctrines. In other words, I believe that 
for the most part the classical theory can be reinterpreted so as to 
include the process of adjustment envisaged in The Theory of Inter- 
national Values. This seems to me to be true for two reasons. First, the 
classical theory as it was expounded by Marshall already contained a 
considerable number of the elements of the process of adjustment which 
Graham later presented so lucidly. Second, and equally important, some 
of the contributions to the theory of international trade which were 
made by Graham’s contemporaries were quite similar in substance to 
Graham’s own contributions even though in form they appeared to be 
different. For both of these reasons I believe that a synthesis of Gra- 
ham’s ideas and the classical doctrines will ultimately be possible. 

There is no need to dwell at length on the elements of Graham’s theory 
which were already contained in the classical doctrines. Viner has shown 
that, although the classical economists presented the rigorous part of 


" The Theory of International Values, Chapter VII. 

* Ibid., p. 135. At another point (pp. 112-13) he said: “. . . the more complex the 
trade the greater will be the permutations in the number of producers on the margin 
of indifference between differing pairs, triads, or larger aggregations of products, and, 
once the general lines of trade have been established, the less likely, therefore, is any 
ordinary shift in demand to alter the normal ratio of exchange.” 
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their theory in terms of two countries trading in two commodities, they 
were by no means unaware of the modifications which were required for 
a more realistic theory involving many countries and many commodi- 
ties.’* And if they did not succeed as Graham did in developing a rigor- 
ous theory of complex trade, they were at any rate clear in a general 
way as to how an increase in the number of countries or commodities 
would effect their conclusions. 

In comparing The Theory of International Values with the classical 
theory, the question naturally arises as to whether any of the compli- 
cations introduced by Graham can be incorporated in the classical 
reciprocal demand schedules. Professor G. A. Elliott in a most stimulat- 
ing article has given a partial answer to this question.** He has shown, 
in particular, that reciprocal demand schedules can be constructed for 
the two-country case even when the number of commodities in each 
country is large, provided that all commodities are produced under 
constant cost conditions. More than this, Elliott has also shown that 
his technique for deriving a single demand schedule for all commodities 
is essentially the same as the technique profosed by Marshall. It was 
for this purpose, in fact, that Marshall presented the concept of a “rep- 
resentative bale.” The term “representative bale” as used in this con- 
nection is an unfortunate expression; it does not denote, as the name 
suggests and as Graham supposed, a sort of “typical” assortment of 
exports or imports.’* Instead, it denotes simply the units of productive 
power embodied in each country’s exports.** When this concept is em- 
ployed in constructing reciprocal demand schedules, the “terms of 
trade” between the two countries are not measured by indexes of com- 
modity prices but by the rate at which the units of productive power 
of one country exchange for those of the other country. If the output of 
various commodities is subject to increasing or decreasing returns, or if 

* Jacob Viner, Studics in the Theory of International Trade (New York, 1937), pp. 
535-55. In this connection it is interesting to note that Ricardo, whose work antedated the 
theory of reciprocal demand, was aware that the presence of a large number of com- 
modities in international trade would tend to stabilize the relative price levels of different 
countries. Thus, after discussing the effects of an innovation in one of two trading countries 
on gold movements and price levels he said : “To simplify the question, I have been supposing 
the trade between two countries to be confined to two commodities—to wine and cloth; 
but it is well known that many and various articles enter into the lists of exports and im- 
ports. By the abstraction of money from cne country, and the accumulation of it in another, 
all commodities are affected in price, and consequently encouragement is given to the ex- 
portation of many more commodities besides money, which will therefore prevent so great an 
effect from taking place on the value of money in the two countries as might otherwise 
be expected.” (Principles, Everyman’s ed., p. 87.) 

*G. A. Elliott, “The History of International Values,” Jour. Pol. Econ., Vol. LVIII, 
No. 1 (Feb., 1950), pp. 19-26. 

* The Theory of International Values, p. 5. 

* Alfred Marshall, Money, Credit and Commerce, p. 324. 
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the proportions in which the factors of production are employed are vari- 
able, it is of course impossible to speak of homogeneous units of produc- 
tive power embodied in exports and imports. But these complications 
were not present in the classical theory of international trade, which was 
based largely on a constant-labor-cost theory of value; nor are they 
present in Graham’s theory, which is based on constant units of produc- 
tive power. In other words, if the average cost ratios among the various 
commodities are always the same regardless of how a country’s re- 
sources are employed, it is possible to consider each commodity as the 
equivalent of a certain number of units of homogeneous productive 
power, and a reciprocal demand schedule can then de derived for many 
commodities, in the manner proposed by Marshall and Elliott, in terms 
of these homogeneous units. Such a demand schedule will have a “kink” 
at any point at which a country ceases to produce a given commodity and 
begins to import its entire supply of that commodity from abroad, and 
at any point at which the country begins to import something which it 
formerly produced entirely for itself. Some segments of the demand 
schedule, corresponding to terms of trade at which a country is both an 
importer and a domestic producer of a given commodity, will be infinitely 
elastic, while other segments will have a much lower elasticity. As Elliott 
shows, however, an increase in the number of commodities reduces the 
length of the alternating elastic and inelastic segments until the reciprocal 
demand schedule finally begins to look much like the classical, smooth 
curve.’* A schedule derived in this manner is of course much more 
elastic than it would be if it were dependent upon demand conditions 
alone; but, on the other hand, it is less than infinitely elastic and 
accordingly leaves room for movements in the terms of trade as envis- 
aged in the classical theory. 

It thus seems apparent that, for the case of two countries trading in 
many commodities, Graham’s theory and the classical theory have much 
in common. Whether this is also true for more complex cases in which 
the number of countries as well as the number of commodities is large 
seems to me to be doubtful. I suspect, in other words, that the reciprocal 
demand technique breaks down when the number of countries exceeds 
two. If so, Graham’s theory still represents a substantial departure from 
the classical doctrines. In any event, what is important is not the partic- 
ular technique employed, but the conclusions to which it leads; and in 
this regard Graham’s contribution is his repeated emphasis on the fact 
that the process of adjustment is as much dependent upon conditions of 
supply as upon conditions of demand. If his emphasis on the conditions 
of supply seems at times to be too great, it constitutes, at any rate, a 


G. A. Elliott, op. cit., p. 25. 
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healthy antidote to the tendency so apparent in recent years to 
discuss many international problems entirely in terms of elasticities of 
demand. 

Graham, however, was by no means alone among his contemporaries 
in stressing the influence of supply conditions on the international terms 
of trade. During the inter-war period there were at least two other lines 
of development in the theory of international trade, and while both of 
these were more heavily indebted to the classical doctrines than was 
Graham’s theory, they both attached considerable importance to supply 
conditions as factors influencing the terms of trade. The first of these 
alternative lines of development was a partial-equilibrium approach 
which considered only one commodity at a time and was used primarily 
in discussing the incidence of particular tariffs. Although it appeared in 
several places, the partial-equilibrium approach was perhaps best ex- 
plained by Haberler.** This approach expressed the demand for im- 
ports of a given commodity in a given country as a derived demand, in 
monetary terms. The demand at a given price was described as the 
difference between the total amount demanded at that price and the 
amount domestically produced. And from this it was apparent that the 
elasticity of demand for imports of a given commodity is normally 
greater than the elasticity of total demand for that commodity, since 
import elasticity is dependent upon the elasticity of domestic supply as 
well as upon conditions of demand. 

The second line of development during the inter-war years was more 
intimately related to the classical theory. It was largely the work of 
Lerner,’® Haberler,” and Leontief,”* and its central feature was the 
so-called ‘“‘product-substitution curve.” The product-substitution curve 
depicted the alternative combinations of two commodities, A and B, 
which could be produced within a given country with a given amount 
of resources. It was usually constructed on the assumption that A can be 
substituted for B only at increasing cost in terms of resources. This 
approach thus led to the conclusion that comparative advantage is a 
relative matter—relative, i.¢., to the pattern of production—and that 
complete specialization is unlikely even with perfect competition. Like 
Graham’s theory, the product-substitution approach thus envisaged a 
situation in which a country is both an importer and a producer of a 
given commodity. And like Graham, the alternative theory empha- 


™ Gottfried Haberler, The Theory of International Trade (Macmil!an, 1937), Chap. XV. 

* A. P. Lerner, “The Diagrammatical Representation of Cost Conditions in International 
Trade,” Economica, Vol. XII (1932), pp. 346-56. 

” Haberler, The Theory of International Trade, Chapter XII. 

™W. W. Leontief, “The Use of Indifference Curves in the Analysis of Foreign Trade,” 
Quart. Jour. Econ., Vol. XLVII (May, 1933), pp. 493-503. 
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sized that the elasticity of demand for imports is dependent upon 

the elasticity of substitution on the side of production as well as upon 

the over-all elasticity of demand. Unlike the Graham theory, however, . 
the product-substitution approach did not assume that the elasticity of 
substitution between products is infinite, and accordingly left room for 
greater movements in the terms of trade than those envisaged by 
Graham. In this respect it is more general than Graham’s theory. In its 
practical application, however, the product-substitution approach has 
thus far been limited largely to the case of two commodities and two 
countries, and in this respect it is less general than Graham’s approach. 

In the briefest possible manner, I have attempted to show why I do 

not regard Graham’s theory as a complete break with the traditional 

theory of international trade. His theory, rather, is one of several 

strands of thought, all emanating in one way or another from the classi- 

cal theory, and all emphasizing to a greater extent than did Mill and 

Marshall the réle of supply conditions in governing the terms of inter- 

national interchange. Graham no doubt stressed the rigidity of the 

terms of trade more than some of his contemporaries, but the difference 

in this respect was one of degree and not of principle. For this reason, 

we may look forward, I hope, to a gradual fusing of Graham’s doctrines 

with the traditional theory of international trade. 


When he came to a practical application of his basic ideas, Graham 
was on much more controversial ground. It is to these practical problems 
that I now turn. 


IV 


Almost all of the proposals Graham made with respect to economic 
policy were derived from his fundamental concept that, in a complex 
trading situation, discrepancies between supply and demand for the 
products of any country can be eliminated by appropriate shifts in out- 
put without any substantial changes in the terms of trade. Consider, as 
a first example, his views concerning tariffs. The classical economists 
who inherited Mill’s ideas believed that the national interests of any 
one country in international trade are to some extent opposed to the 
interests of other countries. Basing their case on the theory of reciprocal 
demand, these economists argued that a given country, by means of 
tariffs, can alter the,term of trade in its own favor, thereby gaining an 
advantage at the expense of the rest of the world. Since such an oppor- 
tunity for manipulating the terms of trade is presumably open to each 
country individually, it follows from the classical theory that free trade 
will not be the natural outcome, as some free-traders have supposed, of 
each country following its own self-interests. The classical theory sug- 
gests, to the contrary, that an unfettered and uncoordinated pursuit of 
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national self-interests is more likely to culminate in a tariff war and in a 
process of international negotiation which has much in common with 
the market situation in oligopoly or bilateral monopoly. 

With this classical theory of tariffs, Graham largely disagreed. Al- 
though he recognized that the countries producing certain primary 
products may be in a vulnerable position and may not be able to pro- 
tect themselves against adverse movements in their terms of trade, he 
held the view that the opportunities for such deliberate manipulation of 
the terms of trade are extremely limited if not non-existent. “In the 
world as it is,” he said, “with many countries producing'commodities in 
common, and with most or all commodities somewhére on the margin 
of producers’ indifference as regards various other commodities, the 
chance of shifting the normal international ratio of exchange through 
the imposition of protective duties is always small.”** If this is correct, 
it follows that tariffs or other trade restrictions can seldom be used as a 
rational means of promoting the interests of a country as a whole; 
rather, they will normally appear in their more familiar rdle of pro- 
tecting one segment of a country’s economy at the expense of other 
segments of the same economy. 

Most economists will probably agree to a very considerable extent 
with Graham’s arguments concerning tariffs. In the light of Graham’s 
théory, it seems probable that the classical schedules of reciprocal 
demand did exaggerate somewhat the possibilities of manipulating the 
terms of trade by means of tariffs. Nevertheless, it is my own opinion 
that Graham did not attach sufficient importance to the possible magni- 
tude of movements in the terms of trade between industrial countries 
and producers of primary products. He recognized, as noted above, that 
the countries which specialize in primary products do not have many 
alternative lines of production and are therefore vulnerable to trade 
obstructions imposed by the industrial countries. But is it not also true, 
to some extent at least, that the industrialized countries are vulnerable 
to tariffs imposed by the primary producers? There are many agricul- 
tural products and raw materials—coffee and other products of tropical 
regions are examples—for which there are few if any alternative sources 
of supply outside of the undeveloped countries which specialize in these 
products. Moreover, the demand of the industrial countries for such 
products is likely to be inelastic, and this means that tariffs imposed by 
the undeveloped countries will effect a noticeable improvement in the 
tariff-imposing countries’ terms of trade. Thus, for certain problems of 
trade between industrial and non-industrial countries the classical recip- 
rocal demand schedules are useful tools; and the possibilities of large 


= The Theory of International Values, p. 178. 
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and sustained movements in the terms of trade between primary 
products and manufactures are greater, I believe, than Graham’s theory 
would suggest. The network of world trade, although complex, is not yet 
sufficiently complex, in my judgment, to stabilize the price ratios be- 
tween manufactured goods and primary products. Even with this reser- 
vation, it remains true that Graham’s theory, by emphasizing a feature 
of the adjustment process which was not given sufficient attention in the 
classical theory, makes an important contribution to the analysis of 
trade barriers. 

Far more controversial than his views on tariffs are Graham’s views 
and proposals concerning foreign exchange markets, and particularly 
his views with respect to exchange rates. Since he believed that dis- 
turbances in the balance of international payments could be rectified 
without significant changes in relative prices, Graham paid virtually no 
attention to the possibilities of unstable exchange rates which might 
arise if the demand for various commodities were inelastic. At one point, 
for example, he said, “Whatever the evils that may arise from any 
adverse combination of elasticities of demand or supply, . . . they cannot 
be held accountable for a persistent lack of balance in the international 
accounts.”*’ And at another point he characterized as “solemn non- 
sense” the view that depreciation of a country’s currency may not im- 
prove that country’s balance of payments.** In general, he was of the 
opinion that a deficit in a country’s balance of payments is a purely 
monetary affair, i.e., it is an indication that the country’s prices and 
money incomes are too high, relative to prices and incomes elsewhere. 
In Graham’s view, then, the appropriate remedy for a deficit is either a 
monetary contraction or a devaluation of the currency. Basing his agu- 
ments on his theory of international prices, he asserted that neither of 
these remedies for a deficit would have a significant effect upon a 
country’s terms of trade, but would simply alter the ratio of inter- 
national prices, including both export and import prices, to domestic 
prices. In the same vein, he insisted that the current dollar shortage is 
purely a matter of overvaluation of the deficit countries’ currencies.” 


* Tbid., p. 303. 

Tbid., p. 297. 

* Thus, on page 295 he said, “There is a perennial shortage of any valuable thing in 
the sense that not everyone can get all he wants of it on terms satisfactory to him. But 
in a free market there is, on the other hand, mever a shortage of anything in the sense 
that the amount offered, at the price obtainable in such a market, falls short of the amount 
demanded at that price. It is, in fact, the function of (upward) price movements to elimi- 
nate any such shortage. The shortage of dollars, in the market sense, is explicable on pre- 
cisely the same grounds as the shortage of any other economic good the price of which 
is kept below what a free market would establish. We should never forget that exchange 
rates are prices.” 
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Whether one agrees or disagrees with these conclusions with respect 
to foreign exchange markets depends almost entirely, in my opinion, 
upon the length of time envisaged for the process of international ad- 
justment. If interpreted as statements of long-run tendencies, most of 
Graham’s conclusions would probably be accepted by virtually all econ- 
omists. If interpreted as arguments for free exchange rates as an 
immediate remedy for all balance-of-payments disturbances, on the 
other hand, the conclusions are highly questionable. For Graham’s 
theory of international adjustment is entirely a long-run theory of 
adjustment, whereas most of the balance-of-payments problems, includ- 
ing the disturbances of the inter-war period as well as the current 
dollar shortage, are essentially short-run problems. Any differences 
which may arise between Graham’s policy recommendations and those of 
other economists are thus likely to center about the difficult question of 
what constitutes a “long-run” or a “short-run” for the purpose of inter- 
national economics. 

The long-run character of Graham’s theory is apparent from even a 
casual examination of his numerical examples. In all of these examples, 
an extremely high degree of mobility of resources within a given country 
is always postulated. In some of the examples, for instance, a three-fold 
or four-fold increase in the output of particular industries and a corre- 
sponding reduction in the output of other industries may be required, 
within a given country, to restore international equilibrium. In other 
examples a country’s output of a particular commodity may be com- 
pletely eliminated and an entirely new industry established to take the 
place of the eliminated product. It is true, of course, that Graham’s 
examples are extreme cases, inasmuch as the shifts in international 
demand which he postulates are exceedingly large. Even after making 
due allowance for this fact, however, it remains true that Graham’s 
theory assumes a high degree of mobility of resources within each 
country. And it is perhaps unnecessary to say that a movement of capital 
and labor from one industry to another frequently requires a protracted 
period of time. Indeed, adjustments of this sort sometimes continue over 
several generations. 

Graham was well aware that his theory is a long-run theory. He 
emphasized throughout the book that he was dealing with “normal” 
values and not with “market” values. Moreover, he explicitly recognized 
at several points in his argument that demand conditions play an im- 
portant part in determining the terms of trade whenever factors of pro- 
duction are not completely mobile between one industry and another. 
The second of his two journal articles contains a statement on these 
problems which seems to me to be worth quoting at considerable length. 
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So far as short-run effects are concerned, . . . the neoclassical analysis 
is of great value. . . . In periods too short to permit of shifting of re- 
sources through the gradual process of decay of existing fixed capital and 
the growth of new forms thereof, in a word. too short to permit of a 
change in long-run conditions of supply, the character of demand sched- 
ules is, indeed, of predominating import. Where inelastic demand (or 
inelastic supply) schedules are involved, moreover, short-run changes in 
the terms of trade may be very violent. . . . Short-run phenomena, more- 
over, are sometimes affected but slowly by the forces making for long- 
run equilibrium. At the present time [1932], for instance, any transition 
toward the long-run equilibrium position appropriate to such disturb- 
ances as may have occurred in the years just prior to the outbreak of the 
depression is hindered by the prevailing uncertainty and by the fact that 
all goods now seem difficult of sale. In such circumstances “short-time” 
phenomena may dominate the situation for a rather lengthy period.*” 


If this careful and explicit distinction between long-run and short-run 
adjustments in international trade had been carried over into all parts 
of Graham’s book, I should probably have had few, if any, occasions to 
disagree with the author’s policy recommendations. But one has the feel- 
ing that in discussing such problems as exchange rates and dollar short- 
ages Graham tended to lose sight of the essential difference, which he 
elsewhere indicated, between the short-run and the long-run. How else 
can his strong statements concerning the effectiveness of exchange-rate 
adjustments be explained? In other words, in his policy recommenda- 
tions, Graham did not succeed in bridging the gap between a long-run 
theory and a short-run problem. 

It would be most unfortunate if the confusion between the long-run 
and the short-run which characterizes the discussion of economic policy 
in The Theory of International Values should discredit the impor- 
tant contributions which Graham has ‘made to the pure theory of inter- 
national trade. For, as a long-run theory of adjustment, Graham’s 
doctrine emphasizes a point which, in the present world of exchange 
controls and other governinental controls, is in constant danger of being 
overlooked. In particular, Graham’s theory of adjustment shows that, 
with a reasonable degree of flexibility of prices and exchange rates 
there would be a strong underlying tendency toward international 
equilibrium. To put the matter another way, the international economic 
system has a high degree of long-run stability. If the factors of produc- 
tion are sufficiently mobile within each country, a state of international 
balance can ultimately be achieved without serious adverse movements 
in the terms of trade of the deficit countries. 


7*“The Theory of International Values,” Quart. Jour. Econ. (Aug., 1932), p. 615. 
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Such long-run stability, however, is by no means inconsistent with 
substantial short-run fluctuations in the terms of trade; and it is the 
possibility of these short-run movements, aggravated by inelastic 
demand for imports in many countries, which makes some of our present 
problems so difficult to solve. Long-run stability, in other words, does 
not guarantee, as Graham’s book frequently seems to imply, that a sys- 
tem of free-market exchange rates would be an effective and efficient 
system under present conditions. Reasonable flexibility of exchange 
rates is not synonymous with freely fluctuating rates, and the former 
may be desirable while the latter are not. There is considerable evidence, 
to be sure, that in attempting to alleviate their short-run problems 
many countries have adopted policies which stand in the way of the 
long-run adjustments envisaged by Graham. But what is required in this 
event is not a widespread adoption of long-run solutions and a complete 
neglect of the exigencies of the moment, but a reasonable compromise 
between long-term and short-term measures. The great merit of Gra- 
ham’s book is not that it presents a solution of both types of problem, 
but that it shows clearly the direction in which the long-term solutions 
are to be sought. 
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THE PROBLEM OF CONTROLLING RESOURCE FLOWS 
IN WARTIME* i 


By Epwin B. GeorGE AND RoBERT J. LANDRY** 


During the past few years there has been a spate of volumes on our 
World War II experience with production and distribution controls— 
various routine “official” accounts, analvses by historians who weren’t 
there and the usual run of reminiscences. Much of the material fails to 
grapple with the crucial probleins still unsolved. Not so with Wartime 
Production Controls. One or more of its authors participated in every 
major battle concerning the formulation and execution of wartime 
industrial mobilization policy from 1941 through 1945. They know 
where to find the issues that matter. It is their purpose in this book to 
locate, define, and resolve such issues for the planners in any future 
conflict we may find ourselves. And since the cold war is already more 
than tepid and growing hotter by the moment, their offerings deserve 
intensive analysis. 

In undertaking this review it was first thought that the observations 
could be put in the form of a seriatim commentary upon the book’s 
various sections. But experimentation made clear that the book did not 
lend itself to such treatment even within the compass of a review article. 
It is appropriate, however, to outline briefly the contents. After two 
esentially introductory chapters, discussing respectively the key prob- 
lems in the field and the prewar business and government background of 
the wartime techniques, the volume proceeds to the wartime record. In 
Chapter III, the authors summarize early developments in materials 
control procedures. Chapters IV and V trace the origin of general 
preference, conservation and limitation orders for materials, compo- 
nents and end-products, and the 1940-1941 experience in detailed priori- 
ties planning. The next three chapters deal with the evolution of the 
basic War Production Board control techniques. Chapter VI deals with 
the Production Requirements Plan; Chapter VII with the efforts to find 
a control instrument free from the serious conceptual and administra- 
tive weaknesses of this mechanism; and Chapter VIII with the upshot 
of this search—the Controlled Materials Plan. In the following chapter 


*A review of Wartime Production Controls, by David Novick, Melvin Anshen and 
W. C. Truppner (New York, Columbia Univ. Press, 1949). 


** The authors are economists, Dun & Bradstreet, Inc. 
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(IX), the authors list and elaborate upon the major problems to which 
CMP did not provide any good solution—with a view to warn future 
national emergency administrators against beginning “‘with the assump- 
tion that CMP represented either perfection as a technique or a control 
that could be expanded in scope within the same framework to eliminate 
the material control problems that plagued the War Production Board 
throughout the war” (p. 194). This viewpoint is then driven home 
forcefully in seven chapters analysing the serious difficulties met with in 
handling a number of products and situations. The penultimate and final 
chapters present, respectively, a summary statement of the authors’ 
conclusions as to the lessons taught by World War II and their sugges- 
tions with respect to the kind of planning necessary to prepare us for 
possible future conflicts. There is an excellent, lengthy and almost read- 
able index. 

A work dealing forthrightly with many controversial subjects inevi- 
tably invites criticism, especially from. those who, like the reviewers, 
operated from different seats in the same areas during the war and have 
since kept in close touch with subsequent war planning activities both 
as observers and as consultants to the National Security Resources 
Board. The reviewers will be rather critical on some important matters. 
It is essential to stress at the outset, however, that on balance the 
authors have rendered a really outstanding service. Despite its length 
and concern with highly debatable matters upon which they usually 
held strong views, the book contains few independent generalizations. 
Moreover, the amenities have been preserved to an almost painful 
degree. The authors knew the detail of WPB operations as few others in 
the administration knew it and maintain admirable restraint in its pres- 
entation. The importance of each fact introduced is merely as a datum 
that somehow or other had to be fitted into a grand design. It was 
always this they had in mind. And they built such a structure within 
which to point their morals and place their positive recommendations. 

The volume is hardly a primer for students in management since both 
the problems and the endless attempts at solution of them were beyond 
simplification. Nonetheless, it will prove most illuminating to several 
groups of persons. It should be read by all veterans of WPB who 
never had time for an over-all view. And it is an absolute “must” for 
any economist or political scientist who has had or may have any 
occasion to deal with the problems of planning and controlling resource- 
use under conditions of total war. With all due regard to the economists 
who laboured so valiantly and so successfully at their tasks in the 
Office of Price Administration, it seems fair to say that the job of indus- 
trial wartime pricing in the real economic sense—the continuous process 
of evaluating changes in the relative urgency of competing demands for 
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our resources and of redirecting resource flows in line therewith—was 
done in good part in WPB. Both in its description and analysis of this 
process and (with two notable exceptions) in the suggestions it makes 
with respect to desirable forward planning policies, the work under 
review seems to stand head and shoulders over any other published to 
date. 

With these observations, we turn now to an evaluation of the book’s 
message. The best way would seem to be to consider in order the 
authors’ five well-presented recommendations, in each case summarizing 
their own summary exposition and then making such comment thereon 
as is appropriate within the space available. 


Recommendation 1: To Create a Civilian Agency Charged with 
Responsibility for Industrial Organization 


By this proposal the authors intend to urge establishment of a peace- 
time government Industrial Mobilization Agency to serve as the key 
planning and operating organization for industrial mobilization. Its 
paramount authority in this field is to be made clear by directive, and 
other interested groups, notably the military services, must adapt their 
own mobilization plans and procedures to those of IMA. Structually, the 
agency is to handle all control operations relating to the output and dis- 
tribution of munitions, materials, components and civilian-type items. 
Connection with other agencies handling military operations, labor, 
transportation and utilities is to be maintained through a top advisory 
board comprising representatives of these organizations as well as 
civilian members representing business, the unions, and the public 
interest, and through three permanent assistants fulfilling liaison func- 
tions—one with the military agencies, one with industry, and one with 
labor. Within the organization there would be a permanent general 
manager of operations reporting to the administrator on a line basis. He 
would supervise some twelve specialized research and operating units, 
each concerning itself with both planning and current operations in its 
sphere, and which together cover designated aspects of the problem of 
controlling the flows of materials, intermediate products and end- 
products during wartime. It is only by creating and insuring efficient 
operation of this or a similar organization that we can “make adequate 
provision for the essential industrial planning, organization or method- 
ology which . . . [are] pre-requisites of effective industrial mobilization 
for national defense” (p. 413). 

In commenting upon this suggestion, it is perhaps best to begin with 
some historical background. According to the authors, their proposal to 
establish an IMA is nothing new. The final War Industries Board 
report, submitted by Bernard M. Baruch in March, 1921, urged the 
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creation of such a peacetime setup. Furthermore, a similar rudimentary 
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organization, centering upon a National Security Resources Board, 
recently came into being under the National Security Act of 1947. If the 
programs envisaged by these schemes could be put into effect, the 
authors argue, their own proposals would be pointless. The reasons for 
advancing the latter, they say, lie in an (unspecified) inherent contradic- 
tion between the tasks of the NSRB and the Munitions Board and in 
what they regard as unprofitable NSRB preoccupation with broad 
policies and programs at the expense of constructive work on the prob- 
lems of policy execution. Their suggestions seek to resolve the contra- 
diction and to transfer the emphasis on policy formulation to policy 
implementation. 

The question immediately raised by this argument is whether, in 
defining the structure and functions of IMA, the authors are really (as 
they think) outlining a streamlined peacetime War Industries Board or 
National Security Resources Board. In our judgment, this is not the case. 
In the Baruch report, the recommended agency for industrial mobiliza- 
tion was given specific control over not only materials, components, end- 
products and facilities, but prices and labor; and by direct inference, 
control over power and transportation. The NSRB mandate, although 
somewhat obscure, nonetheless explicitly embraces control over labor 
as well as materials, etc., and is difficult to interpret as excluding any 
of the other items. In both instances, the control authority runs far be- 
yond that which the authors would confer upon IMA. What they 
envisage, at least in any tangible way, is simply a polished and internally 
integrated WPB. 

As we shall note shortly, the book under review gives us a very 
thorough account of the “WPB-type” problems—those met with in 
developing consistent and comprehensive physical controls over ma- 
terials, intermediate products and end-products—and presents a very 
judicious set of recommendations with respect to action in this area in 
future conflicts. In war, however, we must have other controls over the 
same resources and controls over complementary resources. The change 
from peacetime to wartime input and output patterns must be so rapid 
and so radical as to preclude achievement through use of a free price 
system coupled with general fiscal and monetary controls, simply by 
appropriating money to the military to wrench supplies away from 
private consumers. But direct controls will not turn the trick, failing 
effective synchronization. We submit that a top priority task for our 
present-day war planners is to integrate the various quasi-independent 
civilian control agencies that “ran” World War II. That means pri- 
marily distributing functions and authority in a manner minimizing the 


administrative gaps between those with general assignments. There 
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must be generous provision of bridges at the working level and of a firm, 
powerful and sensitive hand at the apex. In recognizing the requirements 
and proposing boldly to meet them by merger, the War Industries Board 
report and the National Security Act were on the right track. 

The authors have hardly anything to say on the problem. One should 
doubtless give some weight to their engagingly modest disclaimer of 
competence to do so on grounds of lack of experience. The omission, 
however, is difficult to reconcile with the attempt to provide an organiza- 
tional structure for a permanent agency designed to absorb current 
NSRB functions; and in any event no master plan can legitimately 
dodge the issue.’ That the relationships among functions are virtually 
as important to the successful fulfillment of each as are its own particu- 
lars is not difficult to show. Those between WPB and OPA and between 
materials and manpower controls in World War II will illustrate the 
point. 

Even with heavy excess profits taxes in effect, war does not destroy 
the interdependence of production, distribution, and price. Under the 
Second War Powers Act, the War Production Board could legally 
order what it wished to be made and where it wished it to be sent. With 
no thought of outright rebeliion, many individual firms would find 
reasons to edge away from the strict letter of the instructions toward 
the pattern of output which OPA’s rules made most profitable. Further- 
more, there is a limit set, particularly by the heterogeneity of consumer 
goods, to the detail that a production agency can prescribe. On the other 
hand, OPA was frequently charged with attempting to maintain output 
and price lines unchanged from the base period—despite the absence 
of any firm check on the prices of the raw material inputs. (In point 
of fact, the charge as thus stated does not take sufficient account of 
such factors as high volume and negligible sales costs.) Reciprocally, 
OPA’s job would have been much more difficult without WPB’s produc- 
tion and distribution controls. Complete allocation sets a limit to effec- 
tive demand, as there could be no proper applicants without tickets. Not 
so with partial allocation, which would merely leave a smaller supply 
for an even more incontinent demand at the controlled price. 

Another quirk was that we had no “austerity,” which from the admin- 
istrative viewpoint means that we had few compulsory standards for 
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* This is not to say that interrelationships are so strong that action in any given field 
sets limits to what it is possible and proper to do in other fields. If, say, one agrees that 
we shall in any event need to exercise all the control over materials and products that is 
feasible and will yield a net advantage, the formulation of controls can proceed inde- 
pendently of work undertaken elsewhere. Their limits wil be set merely by the difficulties 
confronting any control apparatus in that field. But even if this is the case, as it may 
prove to be in substantial degree, the major problem of coordination to achieve the most 
efficient (or even a sufficient) utilization of resources will remain. 
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our consumer output (not counting conservation orders). WPB divi- 
sions were beginning to approximate a set of standards in some fields 
toward the end of the war. To the extent that they did so, OPA was 
helped. It is difficult to price something that changes form or composi- 
tion as soon as it is identified, and this was one of the customary routes 
of escape from OPA’s clutch. Some unknown part of the upgrading and 
depreciation of quality that was blamed on OPA’s severity would have 
followed the mere existence of control. Some of the upgrading would 
have occurred without any escape motive at all, under the pressure of 
immense demand. Any price would have been beaten in chameleon-type 
lines, failing standards. And the Taft-Andresen Amendment, rightly or 
wrongly, manacled the OPA with regard to the setting of such stand- 
ards, thus increasing its dependence on WPB. OPA in turn must subsi- 
dize marginal domestic production for WPB—also, otherwise “uneco- 
nomic” imports, although myriad relations with foreign governments 
complicate that feature beyond any possibility of interest to present 
readers. 

Turning to the second case of conflict, one would not ordinarily 
expect manpower controls to be separated from controls over other re- 
sources. In fact, until 1942 they were not separated, the appropriate 
power residing in the chairman of the WPB. In the spring of that year 
the chairman saw fit to cast them loose. Among his reasons were the 
lack of immediate manpower emergency, the cruel pressure of urgent 
problems, and the desire of labor groups for autonomous handling of 
their problems and interests. It might have been foreseen that spreading 
shortages would soon envelop manpower and that autonomy in so vital 
an area would then raise new and perhaps insoluble problems of coor- 
dination. However that may be, it was done, and the logical difficulty 
promptly arose of how to re-merge the separate controls—or more 
accurately, how to link together the separate entities. So far as we can 
see, the problem was never solved during World War II. The failure did 
not cause much more than inconvenience in 1942-1943 as scope for ab- 
normal additions to the labor force, room for some rise in length of 
workweek, technical difficulties in accelerating the war program and a 
rather leisurely rate of growth in the armed forces allowed us to meet 
war needs without a manpower draft, synchronized allocation of labor 
and non-labor resources, or consistent wage and price controls. But as 
the aggregate production program hit its peak and the armed forces 
reached their full quotas, manpower threatened to become our tightest 
bottleneck and the dangers arising from lack of a comprehensive con- 
trol system became painfully evident. With all due respect to the WMC 
and the Selective Service Administration, we suspect that had not the 
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European theatre closed down we would have been in a bad fix by the 
fall of 1945. 

The first difficulty stemming from this separation of powers was that 
in principle, although not in degree, our half-free, half-compulsive, 
union-sensitive control machinery was causing us to slip into the same 
dilemma that Robertson discerned in the postwar British economy: 
“The crux of the matter is that, generally speaking, the housewife’s 
shillings and pence can be relied upon to go where they are told, and 
generally speaking, the Ministry of Labor’s men cannot.’ So long as 
the labor situation was such as to insure adequate interindustry move- 
ment in response to the permitted wage differentials favoring war indus- 
tries, U.S. Employment Service relocation efforts, and draft deferments, 
no serious difficulties arose. But when this ceased to be the case, there 
was lacking both the power and the will to enforce movement directly 
and, in many cases, even to approach the problem by indirect routes. 
Admittedly, we shall often be able to adapt ourselves to geographic 
labor immobility by modifying contract placement plans as envisaged 
by the Area Production Urgency Committee setup operative in the 
latter days of the war. But there are always limits to this and there 
are other forms of immobility; and we really didn’t have the devices to 
effect movement when movement was necessary. 

A second major source of trouble stems from ill-coordinated estimates 
of non-labor and labor resource availabilities and from a corresponding 
lack of synchronization between the operation of the control systems 
applicable to these. Knowledge of the existence and character of these 
weaknesses during World War II is too widespread to require extended 
discussion here. But few who are familiar with actual developments 
will deny that the attempts at bottleneck-breaking represented (once 
again) by the PUC employment ceiling and labor referral techniques in 
. force during early 1945 were inadequate to handle the job looming 
ahead at that date. It may be said, without injustice, that we were in 
poor shape all along the line. We lacked any really good idea of what we 
could do, given various degrees of effectiveness in the employment of 
our manpower—and a fortiori a good idea of what could be done with 
fully effective distribution and use. And, obviously, we lacked the appa- 
ratus to assure achievement of any given degree of effectiveness in these 
respects—that is to say, we lacked the power to conduct a real man- 
power draft and the machinery for retraining, relocation, etc., necessary 
to make sure that such a draft would yield the desired results. 

We are conscious that a mere enumeration of the foregoing conflicts— 
and similar ones abounded in other World War II relationships—is not 


?“The Economic Outlook,” Econ. Jour., Vol. LVII, No. 228 (Dec., 1947), p. 429. 
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by itself conclusive evidence that a fully implemented War Industries 
Board or National Security Resources Board setup is the right answer. 
There is as serious danger in rigid over-all control as in the apparent 
absence of adequate coverage during the last conflict. There is some- 
thing else to be done before one plans any organization at all. That is to 
diagram the institutional strains and pressures in our political economy, 
estimate their strength and be perfectly callous in distributing authority 
in the manner best calculated to curb them without risking destruction 
by them. One could even argue that for this purpose the administrative 
history of World War II might properly be written as a history of feuds. 
Beginning with a previously cited detail, was the friction between OPA 
and WPB mainly a product of the incompatibility among men of 
different training, and thus never susceptible to cure through merely 
educational and synchronizing processes? Why did real bitterness 
develop between OPA and the Department of Agriculture, and was it 
bound to occur? Was it ever possible for the WPB’s original Office of 
Civilian Supply to determine requirements for agriculture, the railroads, 
the power and petroleum industries, etc., and to be accepted as spokes- 
man by those intensely self-conscious entities? Why did the Petroleum 
Administration for War exercise absolute authority over both the 
domestic and foreign allocation of petroleum products after its enabling 
executive order made it responsible to WPB for the one and to the 
Board of Economic Warfare for the other? 

More serious than the easy seizure of autonomy by “deputized” 
agencies was the subsequent struggle of top administrators to limit its 
exercise and the relative ineffectiveness in some cases of even executive 
orders to which they finally agreed. Can our political blocs again put 
successful pressure on Congress to weaken the food, manpower, and 
economic stabilization programs? Was it inevitable that administrative 
orders of the WPB should occasionally make overlapping grants of 
authority to its own constituent units, presumably in purchase of 
temporary or formal peace, or that actual working relationships among 
individuals were frequently determined by trials of strength rather than 
the clauses of official directives? On another occasion, will there in the 
nature of things be the same lag in controlling the prices of agricultural 
commodities and of labor? More generally, why were both inter-agency 
and intra-agency delegations of authority and functions so frequently 
irrational? Presumably not because of administrative weakness alone. 
And if not, how are irresistible pressures to be recognized as such and 
taken into account? Briefly, how much, if any, of this record was 
inherent in any American experiment with State control in an “all-out” 
war, and certain to happen as it did, and how much could have been 
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checkmated by planners’ foresight and administrative vigor and deter- 
mination? 

These questions are evidently much easier to ask than to answer. 
Their investigation should be one of the top priority projects in our 
current planning work. We are convinced, however, that the upshot of 
such study will suggest the strong desirability of a central control 
agency much closer to that represented by the War Industries Board 
and National Security Resources Board models than to anything we 
had in World War II and that efforts to develop the appropriate frame- 
work should take the form of retaining NSRB and modifying, if neces- 
sary, its present control plans and proposals rather than of replacing 
this agency by IMA. 


Recommendation 2: To Lodge in this Agency Authority for Determin- 
ing the Magnitude of the Military and Civilian Portions of the Program 


More broadly than its phraseology suggests, this recommendation is 
meant to equip IMA with powers ranging from appraisal of resource 
availabilities to the contract-placement stage of implementing basic 
allocations to claimants. 

It is the authors’ position that, broadly speaking, virtually all the key 
operations within this area should be conducted by the civilian agency. 
More specifically, they propose that IMA be given final authority to do 
four jobs: assemble the basic supply and requirements data for each item 
thought to require control; pre-assess the feasibility of given strategic 
plans in the light of such information—that is to say, determine whether 
a given constellation of military programs can be met within the limits of 
our resources, having regard for the war-supporting activities it entails, 
and disapprove constellations failing to satisfy this test; allocate availa- 
ble resources in line with the balance sheets underlying an approved 
constellation; and actually place, or at any rate clear the appropriate 
claimants’ placement of, the major contracts that are necessary to iin- 
plement the allocations. Of these tasks, the authors hold the last (never 
assumed by WPB) to be the most important. Whatever other steps are 
taken, they contend, we cannot expect real success unless this is done. 
It is definitely a sine qua non of effective industrial mobilization. “The 
nature of authority for execution which is implied by this grant of power 
[z.e., in recommendation 2] rests in the phrase ‘determine the magni- 
tude’—the experience of two world wars has demonstrated that effec- 
tive determination requires lodging the contracting (or contract clear- 
ance) power firmly in the civilian control agency” (p. 418). 

In elaborating upon the recommendation, the authors devote most of 
their space to the problems of constructing the complex statistical appa- 
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ratus that the first task will require. There are several points in this 
stimulating discussion that invite comment, especially the authors’ list- 
ing of important problem areas for intensive study brought to light by 
World War II experience and their failure to note some lines of 
approach that warrant careful scrutiny (notably the Leontief input-out- 
put technique). By and large, however, the readily accessible literature 
on all these matters covers anything we could say in brief compass. It 
will be more fruitful to use our space to comment upon some important 
issues that the authors either take for granted or do not define clearly. 
Of these, two are of paramount interest. The first is the contract 
clearance problem. The second concerns the inherent contradiction be- 
tween NSRB and the Munitions Board, to which the authors refer on 
page 413. 

A careful reading of the authors’ whole text makes clear that they 
regard civilian clearance of military contracts as the keystone not only 
in their second recommendation but in the whole IMA structure, and 
believe this judgment to be the outstanding conclusion to which one is 
led by study of our wartime record. Affirmations to this effect appear 
again and again (see, e.g., pp. 136-37, 192-93) in the book’s historical 
chapters and are set forth bluntly and without qualification no less than 
five times in the summary chapters. The strongest of this last group of 
statements is the following (p. 389): “The heart of the control problem 
is the contracting function. Demonstration of this prime fact is the most 
important single lesson to be learned from a review of wartime industrial 
mobilization.” 

It will be evident to anyone familiar with our war planning activities 
that this contention, if valid, is of the highest importance, since it is 
thought generally that the armed services will offer violent resistance 
to civilian contract clearance control. We propose, therefore, to com- 
ment upon the subject at some length. In doing so, it is most illuminat- 
ing first to examine its World War I history, or at any rate the authors’ 
version thereof: and then to consider the real or alleged part played 
by abdication of such control in aggravating our resource mobilization 
problems in the last conflict. 

The matter of World War I experience with civilian procurement 
control can be dealt with briefly. We regard the authors’ performance 
here as puzzling. They assert repeatedly that their proposal finds com- 
plete vindication in the record of that war. On pages 385-86, for ex- 
ample, it is said that “there was nothing in any of the efforts at pro- 
gramming and control attempted during World War II which placed 
the control at the most effective point—procurement. We had completely 
forgotten one of the major lessons learned from the experience of 
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World War I.” Later (p. 388) they state: “It is important that the 
procurement experience of World War I, forgotten in World War II, 
be made a part of the authority of the [IMA].” And as we have seen, 
their final word on the subject rests their recommendation on “the ex- 
perience of two world wars.” Yet what picture of 1917-1918 experience 
do they draw (pp. 28-30)? A sorry one indeed. The procedure proved 
to be very costly in terms of manpower, paper work, delays in con- 
tract placement. It contributed little to quantitative procurement con- 
trol. By the close of the war recognition was general that it did not 
provide the information necessary to insure fulfillment of future re- 
quirements. Only the war’s end prevented our arrival “at the point at 
which the entire clearance procedure could be expected to collapse of its 
own weight” (p. 29). To contend that this experience establishes the 
need for or even desirability of civilian contract clearance is to fly 
directly in the face of the evidence. The case for such clearance must 
be sought elsewhere. 

We turn now to the second and perhaps more relevant matter, viz., 
the World War II record. Our observations here can best take the form 
of answers to two questions. First, of how many serious difficulties met 
with in resource mobilization during this conflict can “autonomous” 
military contract placement be said to have been a necessary cause? 
Put the other way around, this question is: In how many such cases 
cannot the root causes be found in shortcomings of our control appa- 
ratus or supply-requirements balance sheets that from subsequent 
experience we now know (or have good reason to think we know) how 
to avoid henceforward? And, secondly, whatever the number of cases 
may be, is there a firm basis in fact or logic for believing that in and 
of itself civilian contract clearance activity would have led to much 
improvement? 

Answering the first question, every informed person, we believe, 
concedes that uncontrolled or insufficiently controlled military and 
civilian “take” was responsible in good part for whatever degree of 
resource malallocation took place during 1941-1943 and perhaps for 
the much smaller degree occurring thereafter. But the reviewers none- 
theless cannot recall a single major instance of such malallocation that 
was traceable exclusively or even primarily to the military’s control 
over the mechanics of placements of its own contracts. Our impression 
that there were few, if any, finds strong support in a review of the 
(impressively rare) alleged examples the authors offer, and in some 
equivocal comments appearing even where they are asserting the need 
for civilian hands at the switch. 

In the former connection, let us examine the two large groups of 
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examples they offer (p. 32 and pp. 198-99).* Consider first their ac- 
count, given in the second group,* of gur sad experience with “water” 
in stated aircraft requirements for aluminum extruded shapes. Con- 
jointly with the aircraft schedules, such bill of materials’ inflation gave 
rise to a demand for extrusions that the industry could not meet. De- 
spite this fact, WPB never sought to force a reduction in the stated 
program, but merely held allotments to the level consistent with extru- 
sion capacity. Ordinarily, the authors imply, such action (or failure to 
act) would have bred serious difficulties, if not chaos. In this case, how- 
ever, overestimate of extrusion requirements allowed us by and large 
to provide all the shapes that plane producers could absorb. According 
to the authors, this accident saved the day, closing “the gap between 
plan and reality” and thus contributing inadvertently to the success of 


* Space does not permit ad hoc comment upon their frequent sweeping allegations of 
malallocation, although the basic criticism of these would usually be similar to that made 
above. One of these charges, however, seems to advance for civilian contract clearance 
an argument quite different from that dealt with in the body of this review and thus 
requires examination. On page 33, it is said that since, under CMP, the claimant agencies 
were not forced to cut back their contracts to the levels consistent with fulfillment of 
the programs that CMP allotments would support, we had even under this system 
continuance of “unwarranted demand upon noncontrolled materials such as lumber, 
textiles and chemicals”—a fact that, the book argues, made imperative the development 
of elaborate control schemes for these items. It is argued too that “in the component 
areas—this overdoing . . . compelled the introduction of very detailed scheduling controls, 
which were in fact more specific controls than CMP.” 

Unless we are mistaken, the authors are here contending, mot that a comprehensive 
and consistent distribution contro! system plus general power to pre-assess the feasibility 
of a given strategic plan would fail to turn the trick, but rather that recourse to contract 
clearance would obviate or at least permit drastic! simplification of the control apparatus. 
This, we believe, is a proposition that the bulk of their book and their discussion of IMA 
functions implicitly (and in our judgment correctly) deny. However the problem may 
appear in theory, the practical position is that for several reasons we shall in any event 
require the control apparatus and its paper-work—notably to provide a common currency 
to convert all “approved” requirements into actual demands; to supply data relating 
actual inputs to actual outputs in order to make possible a continuous check upon the factors 
used in estimating program requirements; to calculate attrition rates; and to keep tabs of 
producer performance by program and product in order to maintain close contact with 
our supply position and to police distribution. Briefly, and as the authors emphasize else- 
where (see, e.g., p. 144) we need the elaborate control machinery to provide essential 
programming information that “in the nature of the case” can arise only from current 
experience. The relationship is thus assymetrical: The control apparatus plus the general 
feasibility pre-assessment can obviate contract clearance, but recourse to contract clearance 
cannot obviate the control apparatus. Since this is so, a clearance procedure would be of 
dubious value even if it were costless and readily acceptable to the military. In the real 
state of affairs, the case against its institution is much stronger. 

*The authors submit this batch of cases in order to illustrate the rdle that, in their 
judgment, accidental overestimates of material requirements played in enabling CMP to 
work rather than to show the consequences arising from lack of civilian control over 
military contract placements. This last factor, however, occupies a central position in 
their presentation of two of their four cases in point. Our textual discussion relates only 
to these two examples. 
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CMP. Here we have an illustration that is both irrelevant and incor- 
rect. To justify their position, the authors would have to show that 
in their example (1) the failure to cut the aircraft program directly, 
rather than indirectly via extrusion allotments, had led to wasteful 
accumulation of components and noncontrolled materials arising, say, 
from a demand reflecting similarly inflated requirements and im- 
plemented through general preference ratings, and (2) such accumula- 
tion was attributable to overprogramming per se rather than to lack of 
what we now know or suspect to have been feasible control over the 
allocation of such resources. Since they do not charge wasteful accumu- 
lation, the example is irrelevant and the second question does not arise. 
And their argument is incorrect on its own showing for the reason that, 
in so far as contract-letting in and of itself is the key operation, we have 
here a case in which civilian clearance and review would have done 
damage to a vital program. That is to say, the civilian agency would 
have forced cutbacks that were quite unnecessary in the real situation. 
(We shall return to this point below.) 

The Maritime ship-program example, given in both groups (pp. 32, 
199) has even less force. In this case, it is said (p. 32), “propulsion 
equipment and other heavy items required for the final assembly of 
ships remained under contract even though sufficient steel to complete 
the assembly was not allocated to the Maritime Commission. The suc- 
cessful maintenance of the Maritime Program on a reasonably balanced 
level was not due to any curtailment arising from an attempt by the 
Commission to limit its procurement to the quantities of steel allotted, 
but rather to slippages in deliveries of propulsion equipment and actual 
completion of ships on the ways.” Here the authors not only do not 
claim malallocation, but state explicitly that the outcome was favorable. 
In this case, we share to some extent their view that this was so because 
we got some breaks. But quite apart from the fact that the demand 
for propulsion machinery, e.g., bore an (admittedly loose) relationship 
to the basic steel allocation through B-product materials allotments, 
it seems to us rather clear that a comprehensive distribution control 
apparatus of the sort they regard (correctly, we believe) as feasible 
would have forestalled the potential difficulties. This conclusion holds 
a fortiori if the civilian agency possesses the right to pre-assess (and 
re-assess in the light of experience) general program feasibility. 

_ Finally, they recall the case of aircraft contracts in the third and 
fourth quarters of 1943, claiming that here manufacturers were en- 
couraged to acquire all the uncontrolled resources thought necessary 
to meet the basic plane schedules although aluminum allocations were 
less than 85 per cent of stated needs for this material. Upon analysis, 
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this proves to be much the same example as that set forth above, and 
is subject to much the same criticisms. 

In addition to these instances, the authors scatter a few others 
throughout the book (see the reference on page 385 to conflicting tank 
and plane demands for universal motors). But a close examination of 
these leads one to the conclusion implicit in the foregoing remarks: 
None of the cases present any difficulties that could not and would not 
be overcome given realistic supply-requirements balance sheets, civilian 
pre-assessment of the war program’s general feasibility and a control 
apparatus which the authors regard both as feasible and as necessary 
to impose for other reasons. 

The same inference, we think, can often be drawn from the context 
of statements in which their purpose is to argue otherwise. To illustrate 
this fact, we have chosen a paragraph (pp. 192-93) that presents their 
charges in very strong language: 


In its attack on the uncontrolled expansion of military programs CMP 
had one important advantage over PRP. Its machinery of requirements 
accumulation and allotment distribution compelled the procuring services 
to consider the feasibility of their goals by juxtaposing production sched- 
ules and the controlled materials required to carry them out. The PRP 
technique obscured this relationship. But the crucial step of outright 
contract cancellation was rarely, if ever, taken. The inclination toward 
incentive scheduling on the part of some of the services, and manufac- 
turers’ freedom under CMP to use their preference ratings to buy parts 
and materials other than the controlled materials, combined to bear with 
unnecessary and often disturbing pressure on the supply of many items in 
shorter relative supply than the controlled materials. In this way, 
although CMP effected a partial redemption of the War Production 
Board’s failure to seize and hold control over the letting of contracts— 
the real source of power in the war production economy—by no means 
did it realize a total solution. 


We ask the reader to delete provisionally the assertion on “real source 
of power” in the last sentence above. Essentially what remains? We had 
an uncontrolled expansion of military programs (and, one may add, very 
loosely controlled expansion of many other programs), before CMP. 
This plan, however, brought into the picture for only three materials 
a control pattern much less ambitious than the authors have in mind 
for future use—and without feasibility pre-assessment. The very mod- 
est coverage, we agree, did not “realize a total solution.” But by their 
own admission it did effect a partial redemption—a point they state 
again somewhat more generously on pages 197-98 in conceding that 
(as had been foreseen) CMP led to a “general lowering of demands 
for somé noncontrolled materials to the point where judgment and 
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intelligence could be brought to bear on the problems of distribution.’ 
Moreover, apart from the mess that had been allowed to develop, the 
prime reason for the inconsistencies still remaining, we suggest, is 
that which the authors themselves give in noting manufacturers’ 
freedom under CMP to use their preference ratings to buy parts and 
materials other than the controlled materials—lack of passably effi- 
cient controls over the other areas. And one of the most obvious in- 
ferences to be drawn from the book is that during the war we de- 
veloped for even the toughest areas schemes that either in actual opera- 
tion or (if not put into effect for one reason or another) in the judg- 
ment of many men familiar with machinery operative somewhere in 
the system were passably efficient. 

It will be useful perhaps to summarize one case to which the authors 
devote many pages, namely, lumber. Here regulation confronted for- 
midable obstacles. The character of demand and the structure of the 
producing industry combined to render infeasible a CMP-type of con- 
trol apparatus. As a result of the first factor, it was very difficult to 
estimate over-all requirements, to say nothing of requirements on a 
claimant-by-claimant basis. On the supply side, although rough over-all 
estimates could be had, the variety of grades and specifications made 
these of lesser value than, say, those for copper or steel shapes. Direct 
contracts being the exception, their clearance was impossible and in- 
direct clearance via end-products requiring lumber was never under- 
taken throughout the war. Yet in these circumstances, we were able 
within six months after recognition that lumber was “critical” (late 
1943) to develop distribution control machinery so successful that the 
book rightly bestows paeans of praise upon it. A large part of the 
credit for the control system must be given to our earlier experiences 
with PRP and CMP and to its ingenious architects, among whom our 
authors were prominent. The ‘mmediate point, however, is that it was 
able to do the job in a field intrinsically much more difficult to handle 
than those covered by CMP and one into which contract clearance did 
not enter at all. 

To this point our object has been mainly to ask whether such evi- 
dence as is to hand suggests that in and of itself full direct control by 
the military over its own procurement was a major cause of any of the 
serious resource alocation problems we encountered during World 
War IT. In a sense, however, the basic problem here—-and we come now 
to our second question—is not to determine if this was the case, but 
to inquire whether, in so far as it may have been, the authors’ proposed 
remedy—the institution of civilian contract clearance—would have 
improved matters. It is a brave man who would answer affirmatively. 
As said above, the authors themselves, in reviewing the sizable appa- 
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ratus required for the much smaller World War I job, concede that the 
procedure would involve a heavy gross cost in the shape of a large staff, 
floods of paper, delays in contract placement—conceivably intolerable 
when large and rapid changes in program mix become necessary—and 
the frictions resulting therefrom. And would there be any benefit, to 
say nothing of a more-than-compensating benefit? The only set of 
conditions guaranteeing even a gross gain would be one in which the 
civilian agency, although unable to exert adequate direct control over 
the military’s use of resources, had simultaneously (1) accurate in- 
formation concerning the prospective supply-demand position, (2) suffi- 
cient control over war-supporting (i.e., essential civilian, essential 
foreign and indirect military) demands to insure that these would 
never exceed their appropriate levels, and (3) knowledge that planned 
military programs were larger than could be met consistently with 
satisfaction of the war-supporting needs. Under these conditions direct 
contract pruning alone could save the day. Merely to state such a set 
of conditions, however, is to cast doubt on the likelihood of their 
occurring. Yet under all other conditions civilian contract clearance 
would appear to be a highly dangerous and/or unnecessary procedure. 
With controls but without realistic supply-demand data, the clearance 
activity would in all likelihood cause damage as often as good. The 
aircraft case noted above illustrates this point. With accurate balance 
sheets but without adequate control over use in either direct military 
or war-supporting lines, cuts in military procurement would be merely 
stabs in the dark. Lacking both supply-demand information and con- 
trols (the lumber case in 1942-1943), the whole procedure would be a 
farce. With adequate controls and adequate balance sheets—the state 
of affairs that we were approaching at an encouraging speed from mid- 
1943 to V-J day—civilian contract clearance activity would be an ex- 
pensive luxury. 

The upshot of these considerations is that we are really defending 
the prime implicit thesis of the book under review against a few unwary 
remarks that unfortunately dominate what from the average reader’s 
viewpoint are its key chapters. The authors appear to make two largely 
offsetting errors. They consider lodgment of contract clearance au- 
thority in civilian hands to be a sine qua non of efficient industrial 
mobilization, whereas this is of uncertain value at best and a source 
of serious waste and danger at worst. But at the same time they regard 
this as the most important conclusion to which their analysis leads, 
whereas the volume’s vital contribution lies elsewhere—in its detailed 
and cogent proofs (1) that given accurate supply-requirements balance 
sheets and civilian authority to pre-assess the over-all feasibility of a 
given strategic plan, the necessary and sufficient conditions for effective 
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mobilization are a comprehensive and consistent complex of controls 
over resource flows and the will and authority to use such instruments; 
and (2) that if we exploit sensibly our heritage of World War II ex- 
perience, it will be possible to develop the balance sheets and construct 
the control apparatus. Their basic mistake, we believe, is to imagine 
that just as the force generating disruptive monetary inflation in war- 
time is excess spending, so “autonomous” military contracting power 
is the root source of disruptive wartime real inflation. With adequate 
control machinery, this is not the case. Given such machinery, allotment 
paper constitutes the sole valid currency, and excessive over-all demand 
can at bottom result only from one or some combination of those 
factors that cause excessive over-all allotment issue—overestimate of 
prospective supply and/or underestimate of the derived demand to 
which a given “mix” of end-products will give rise and/or overestimate 
of the average propensity to hold in reserve allotment tickets (the so- 
called rate of attrition.) To reiterate, these facts (and their obvious 
implications with respect to the need for assignment of the feasibility 
pre-assessment to the civilian agency and for advance preparation of 
the control machinery and the techniques for deriving realistic balance 
sheets) constitute the book’s real message and supply the major justi- 
fication for an IMA closely resembling that outlined therein. It would 
be tragic if the battle for such an agency were to be lost because of 
insistence upon a side point about which the military are prepared, for 
rational or irrational reasons, to fight to the last ditch. 

Turning to the second point mentioned above, our comments must be 
conjectural since the authors nowhere indicate in what they think the 
inherent contradiction between NSRB and the Munitions Board con- 
sists. If this has to do with procurement policy, we have nothing to add 
to the foregoing remarks. But presumably they have in mind the alleg- 
edly conflicting assignments of authority to these agencies made in the 
1947 National Security Act. In defining a major task of the National 
Security Resources Board to be “to advise the President concerning the 
coordination of military, industrial and civilian mobilization, including 
. . . the relationship between potential supplies of, and requirements 
for, manpower, resources and productive facilities in time of war,” this 
legislation implicitly empowers NSRB to determine (subject to appeals 
to the President) the economic feasibility of military programs. How- 
ever, a part of the Act (Section 213, paragraph (c) sub-paragraph (4) ) 
has been read by some of the military as giving this responsibility to 
the Munitions Board. The issue has long been and, we understand, 
still remains a subject of debate between the two boards. In our 
opinion, NSRB seems clearly to have the better case. But it should 
be made absolutely clear, by amendment to the Act if necessary, that 
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the civilian agency is to be the final arbiter, as our authors propose. As 
said before, they are perfectly correct in contending that it would be 
disastrous to confer such authority upon the military departments. 


Recommendation 3: To Give the Agency Responsibility for the Con- 
tinuous Development of Methods and Procedures for Executing 
Determined Policies 


This recommendation underscores the fact that the key problems 
(and the sources of our greatest World War II failures) lie in the field 
of policy execution—‘the real problem is neither what to do... nor 
how much to do... [but] Aow to do it” (p. 4); emphasizes the crucial 
importance of placing the task of solving these problems in civilian 
hands; and outlines just what the solutions involve. 

The bulk of the book is concerned, explicitly or implicitly, with 
closely packed analysis relating to the policy-execution issue. As a 
result, the authors’ treatment defies complete summary within the 
space at our disposal. It is possible, however, to set forth their basic 
contentions. These fall under three general headings: location of au- 
thority; character of control machinery; timing of action. 


Location of Authority 


Authority to execute policies with respect to production and distri- 
bution controls must be given to IMA. The peacetime government 
agencies are hopelessly ill equipped to handle the task. “The manage- 
ment job in a publicly developed industrial mobilization in a free 
enterprise economy presents problems of organization, methods and 
procedures which are unique in government experience” (pp. 420-21). 
And the military, obviously, should not be allowed to exercise any such 
power, any more than in the case of feasibility pre-assessment. Rather, 
the recommendation entails that it be laid down to the military services 
“as an incontrovertible operating instruction . . . that the authority of 
IMA is paramount and that their own mobilization plans and pro- 
cedures must be integrated with the over-all industrial mobilization 
plans and procedures developed by IMA” (p. 417). 


Character of Control Machinery 


It is, of course, on this subject that the authors have most to say. 
In compressed form, their main points seem to be as follows: 

1. With respect to coverage by end-use, it is important that in prin- 
ciple the control apparatus cover all uses of the various items under 
IMA direction. It is abundantly clear from the wartime record that 
efforts to run a half-free, half-slave system or otherwise to compro- 
mise the maximum operating requirements of the control is a source 
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of gross trouble and inefficiency, at best, and is absolutely fatal, at 
worst. It is a major “constructive lesson of the War Production Board’s 
wartime experience [that in this sense] a ‘little’ control does not work” 
(p. 391; cf. p. 379). 

2. With respect to coverage by size of user and size of order, the 
World War II record suggests the opposite. From the record, it is 
plain that as a result of our industrial concentration, a very small 
percentage of plants in the manufacturing and closely allied fields 
account for most of the materials, fuel, and power consumption, employ 
the vast bulk of the non-farm private labor force and make most of the 
intermediate and end-products (see, e.g., pp. 332, 346-47). Extending 
intricate controls beyond such outfits, it was found, tends to burden 
heavily—perhaps to wreck—administration of the controls and at the 
same time militates against utilization of the really detailed apparatus 
and reporting forms required for the most effective regulation of the 
large users. Maximum control coverage, in this sense, is self-defeating. 
The solution, as again World War II experience shows, lies in exemp- 
tion of small users and small orders, i.e., the subjection of such producers 
and purchases only to general wartime operating rules. 

3. With respect to control machinery, a comprehensive system for 
each item and the closest possible integration of such systems are in 
order. The keynote is (as it is in the case of coverage) that one must 
number among the war’s most important discoveries in the industrial 
mobilization area “the similarity of successful control techniques in all 
industries and for all raw materials” (p. 331; cf. p. 267). But this 
generalization does not exclude significant differences in structural de- 
tail. Broadly speaking, the following comments indicate the lines along 
which a solution to the problem is to be sought: 

a. In so far as feasible, it is desirable to employ a control over pro- 
curement flow preponderantly vertical in character and based largely 
on IMA assigned allotments. This was, in fact, the CMP technique. 
(Under CMP, practically none of the tonnage except that for Mainte- 
nance and Repairs Operation, small orders, and some branches of 
construction was made and delivered on self-assigned authority. In 
most cases, a significant part of the CMP allotments [those for so- 
called B-products] was made horizontally; but in all these instances 
the share of vertical allotments to A-product makers was much larger.) 
Such machinery most easily yields through time the information about 
input-output ratios necessary to check program feasibility and best 
provides the statistical data required to link non-labor inputs to the 
programs from which they arise and thus to police policy implementa- 
tion. 

b. For cases in which vertical control will not do, resort to the 
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CMP-B product method—horizontal allotments by the control au- 
thority—is the next best step. This will be found applicable to many 
materials and components. Presumably such items will be brought into 
the core of the central control apparatus. 

c. Where industrial structure and character of demand combine to 
preclude use of an apparatus resting mainly upon a vertical or hori- 
zontal system of IMA-assigned allotments to regulate demand, special 
control instruments will be necessary. As a rule, this condition will 
prevent direct placement of the subject materials or intermediate 
products in the central control machinery. 

d. With respect to the classes of materials and products mentioned 
in (c), the policy objective should be to employ the same general con- 
trol procedure—the derivation of supply-requirements balance sheets, 
the paring of demand to effect balance, and the issuance of procurement 
authorizations in line with the resulting program pattern—applied to 
other resources and to synchronize the review and allocation process 
for all items through interlocking report forms. In this fashion, one 
would make possible the simultaneous examination of all requirements 
and thus be able to keep the level and composition of demand con- 
sistent with prospective supply of the limitational factors, whether or 
not these prove to be “controlled” resources or “non-controlled”’ re- 
sources in the CMP meaning of these terms. 

The book nowhere summarizes its various conclusions on this sub- 
ject or specifically states that (one way or another) World War II 
history demonstrates the feasibility of an adequate, integrated con- 
trol system covering all key items. Close review, however, suggests 
this. Although somewhat skeptical (see p. 204) with respect to ex- 
tending the CMP control technique, the authors concede that it could 
be used successfully for a few other major materials and for many of 
the important components (pp. 282-83). The feasibility of a wholly 
or largely B-product approach for many other items is made clear. 
The provision of the necessary apparatus in more complex cases is 
indirectly shown to be possible through argument that either actual 
performance records (e.g. in the case of lumber) or direct inference 
from analysis of the root difficulties and of control proposals for one 
reason or another never put fully into effect (e.g., in the case of cotton 
fabrics) indicate that even the most difficult World War II cases were 
manageable. Finally, with respect to direct integration of controls over 
items directly subject to the central control mechanism with those 
lying outside the latter, it is held that failure to adopt the proposal 
(pp. 201-2) to this end made in the middle of the last war was due, 
not to objective inadequacies therein, but to the feudal system that 
had arisen during the planless days: “This proposal was completely 
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unsuccessful in winning support from the staffs of the materials di- 
visions. The special interests had dug themselves in to resist all further 
encroachments upon determined lines of authority” (p. 202). In short, 
the best of World War II experience appears to provide the makings of 
the requisite control structure. 

This is not to say that the only remaining problem is exploitation of 
such experience. Indeed, the authors are careful to highlight the serious 
weaknesses still existing at V-J Day and to issue repeated warnings 
(see especially pp. 421-22) against resting content with even the final 
fruits of the wartime experimentation and planning. Nonetheless, the 
main point seems unmistakable. If we fully capitalize the best achieve- 
ments of World War II in the sense of (a) bringing laggard perform- 
ance up to their level and (b) effecting feasible integration of systems 
that must even so remain diverse, we should be able to discharge the 
control job with tolerable efficiency. 

4. There is a very complex relationship between the succesful opera- 
tion of the system of controls and its elaborate statistical apparatus. The 
latter is, in fact, necessary not only to activate the control machinery 
but in good part to provide the factual basis for deriving the supply- 
requirements balance sheets upon which rest the allocations that, in 
turn, are the very raw materials of the control apparatus. Conversely, 
the control system is an indispensable source of data required for its 
smooth functioning. This doubtless pains pure logicians. It is true, 
furthermore, that we can always use and will have supplementary in- 
formation, and that, at the outset, we shall have to rely wholly upon 
outside sources for supply and demand estimates. But the brute fact 
is that the progressive refinement of such estimates essential to really 
effective allocation depends largely upon the statistical data gener- 
ated by the control process itself. This is especially the case with re- 
quirements. Bills of material were incredibly inaccurate during 1940- 
1943, and despite some improvement thereafter remained weak reeds 
throughout the conflict. (Illustratively, the bills for Army trucks sub- 
mitted by the auto-makers—that is to say, those submitted for a quasi- 
prewar product by an industry that knew more about and had better 
bills of materials than any other—gave figures far in excess of actual 
production needs as late as 1944.) “A second consideration of great im- 
portance in selecting the over-all control was the facility with which 
a mangement agency . . . could derive meaningful and useful informa- 
tion from the operations of the control system. All during the war, it 
was repeatedly demonstrated that meaningful information had to be 
derived as a by-product of administrative control. Divorced from the 

. action governed by the control technique, statistical data were 
difficult to obtain and, in addition, were rarely tailored to provide 
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the information required for the solution of administrative problems or 
the formation of policy decisions” (p. 142; cf. p. 368). 

5. Essential to the realization of the “austerity” civilian program that 
will underlie feasibility pre-assessment tests, is direct restriction of 
output for civilian use in many fields, in order to conserve materials or 
intermediate products or to release labor and facilities for war produc- 
tion, or both. This calls for: (a) a detailed review of World War II 
experience with L orders (i.e., regulations prohibiting, or restricting 
to some percentage of past performance, the output of certain items) 
and M orders (i.e., regulations prohibiting, or restricting in some 
fashion, the manufacture of some products from critical materials) ; 
(b) careful scrutiny of German, British and our own (abortive) ex- 
perience with concentration of permissible civilian output in a small 
number of plants; and (c) the development of programs in each of 
these areas for use when occasion arises. 

6. The forementioned concentration among producers and consumers 
suggests that one very effective way to exercise control would be 
through the medium of a WPB representative located at each of the 
main plants or offices of each large outfit. 

Briefly, this agent would have the following tasks: to observe closely 
the operation of the basic control system, assisting plant officials in the 
interpretation of regulations and preparation of accurate reports, and 
relaying to Washington the fruits of his observations as a basis for 
judging the present and prospective regulations and reporting forms; 
to keep his eye on the plant’s supply position and to check capacity 
figures, especially in the areas where effective capacity is a major func- 
tion of product “mix” and thus difficult to express globally; to handle 
compliance operations that are awkward to conduct from the outside 
(e.g., inventory checks); to take care of special requests for informa- 
tion; and principally to serve as plant information center for the 
control authority and claimant agencies on war production materials. 
It is thought that such action, in conjunction with a judicious use of 
small-order and small-buyer procedures and carefully drawn L, N, 
and M orders, would have made possible a very effective over-all op- 
erating apparatus involving self-administration for small users and pro- 
ducers, application authorization techniques for medium size consumers 
and suppliers, and personalized administration for the large outfits. 
A proposal for installing the plant representative system was submitted 
in mid-1943, but never put into effect. This was a serious mistake. 
“Failure to move in this direction reflected the same obstinate ad- 
herence to the ‘total control principle’ which was marked in the refusal 
to liberalize restrictions for small orders. The controls to which WPB 
was committed were of larger magnitude; they generated more paper 
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and occupied the time and talent of a large staff; they created an 
infinity of burden for medium and small concerns but they were cer- 
tainly less rather than more efficient and probably less rather than 
more effective” (p. 350). 


Timing of Action 


It is very important to make certain that the whole structure of policy 
making and policy implementation—the delegation of final authority 
to derive the basic supply requirements balance sheets, feasibility pre- 
assessment, the development of the comprehensive and centralized con- 
trol apparatus and provision of the tools to operate same—be ready for 
use immediately the emergency arises. To neglect its preparation or to 
shelve it temporarily in favor of ad hoc measures until we reach an 
“all-out” stage (as against, say, gradual imposition of some of its fringe 
requirements) is to invite disaster. In this connection, the message of 
World War II can be read only one way. Once planless planning (1.e., 
co-existence of important controlled and important uncontrolled or 
only nominally controlled areas) gains a foothold, redemption is a long, 
costly process at best and perhaps can never be complete. Once control 
authority, however comprehensive in principle, is scattered among 
independent agencies with overlapping functions and flimsy intercon- 
necting bridges, the door is wide open for inconsistencies that in costli- 
ness may equal absence of control. And once feudal subdivisions are 
allowed to proliferate within any given agency, major conflicts are 
inevitable. 

The authors are at their best in this whole area; and their best is 
very good. After checking off those points to which we can only say 
“Amen,” we have left scarcely any that call for critical comment and 
few with respect to which it seems desirable to offer some observa- 
tions—mainly supplementary in nature. 

The first, and perhaps most important, concerns the current state 


of NSRB research. We have not had more than casual contact with this: 


agency for a year or so, but grapevine information suggests that there 
is an uncomfortably large amount of truth in the authors’ statement 
(p. 413) that its “activities . . . to date and the outlook and interest 
of many of its personnel suggest a continuance of the relatively un- 
profitable preoccupation with policies and programs to the exclusion 
of [work upon] methods and procedures.” In fact, we may be facing 
worse than mere vegetation. It is reported that the MB already has a 
staff working zealously on forms, etc., with the result that it may easily 
emerge as the main “going concern” in this field. 

The risk that such an assumption of authority will be beyond re- 
covery is a grave one. The authors are quite correct in urging that 
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the work should be done and that NSRB (or IMA) should do it. 

Secondly, we see no reason why extension of IMA authority to em- 
brace control over prices, labor, transportation, power and fuel would 
entail any alteration in the proposed control machinery. Moreover, 
such extension would strengthen the case for appointment of plant 
representatives and for small-user exemptions. But much work will 
need to be done in resolving difficulties both with peacetime agencies 
and with the labor unions. Such work cannot be initiated too quickly. 

A third comment relates to the detail of control methods. The au- 
thors, who were among the major proponents of PRP, tend, no doubt 
unconsciously, to overestimate the merits of this system and to under- 
estimate those of CMP. The present writers may have a bias in the 
opposite direction, but harbor the definite impression that the authors 
are much too pessimistic with respect to the scope for CMP-type con- 
trols. In our judgment, it is important that the planners scrutinize 
carefully the items that were subjected to other forms of control during 
World War II before deciding that these cannot be better handled 
through a CMP mechanism. 

Finally, it seems to us important that the control agency explore 
carefully the possibilities and difficulties of decentralizing administra- 
tive operations geographically, so long as the control authority is re- 
served to the central outfit. The authors devote only a small section 
(pp. 340-44) to this subject, giving as their reason the fact that its 
complexity places thorough analysis beyond the book’s scope. This 
seems to have been a fair decision. Their observations, however, and 
especially the inconclusiveness of their final summary remarks may 
lead a prospective administrator to decide against further study, thus 
disappointing their hope “of encouraging exploration of this important 
subject.” The result might be a serious loss in operating efficiency. 

None of these observations, or others we might add, really affect 
the authors’ basic position. This is, in the main, excellent and well 
presented. We trust that the responsible authorities will act in accord- 
ance therewith, using the book as a storehouse of “leads” in their 
attempts at implementation. 


Recommendation 4: To Maintain in the Civilian Agency a Nucleus 
Staff which Will Work Continuously on These Problems 


The objective of this recommendation is evidently to assure proper 
discharge of the IMA policy execution assignment in so far as this 
involves development of concrete control machinery. Briefly, the au- 
thors’ thought is that the proposed staff undertake to develop the 
detailed methods and procedures for basic policy implementation and 
to test these through periodic dry runs, pushing such work to the 
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point of placing educational orders and (under experimental conditions ) 
outfitting peacetime military procurement with the forms, applications, 
allotment paper and all the other administrative instruments that must 
be brought into play in the war economy. Through such experimentation, 
they believe, we shall be able to build in advance an adequate control 
apparatus. 

In our judgment, this suggestion is admirable both in substance and 
in timing. The direct gain from its acceptance would be large and 
perhaps vital, even were all the parties agreed as to the existing (or 
appropriate) delegation of authority in this sphere. But with the whole 
subject now in such a state of uncertainty, despite NSRB’s mandate, 
it has the further technical advantages (1) of placing the industrial 
sector of the economy on notice that we shall fight the next war with 
integrated controls, and (2) of compelling the military agencies to 
modify their methods and procedures in so far as such action is neces- 
sary to fit into the master industrial mobilization framework. The effect 
of attempting to implement the proposal, therefore, would be not only 
to set in motion activities to give substance to the recommended general 
control system before its introduction becomes imperative, but to force 
into the open and resolve disputes concerning the appropriateness of 
the system itself. The earlier this is done, the better. 


Recommendation 5: To Provide for a Trained Civilian Reserve 


The basis of this recommendation, of course, lies in the fact that, 
even with the best pre-planning and foresight, a rapid expansion of 
administrative personnel will be necessary if and when war hits. In 
more detail, the proposal is to establish a civilian corps resembling the 
ROTC organizations of the military services, involving temporary 
appointment to the IMA staff of individuals in industry, the universities 
and the federal agencies, and their training in the recommended indus- 
trial mobilization techniques. The graduates would then be subject to 
draft if and when a national emergency arises 

This suggestion is in reality an extension of the fourth recommenda- 
tion, and in our view has much the same points in its favor. The inherent 
desirability of having a reserve corps is manifest. Two incidental values 
may be worth special mention. As in the case of the functions imputed 
to the proposed nuclear staff, an “educational” program would 
promptly precipitate fundamental issues that otherwise might be per- 
mitted to drag and even fester. It would also help to disabuse the minds of 
any bureaucrats-to-be of beliefs conceivably sown by private WPB 
industry division histories that what was done would do again—a 
prospect that could be worse than the absence of any instruction at all. 
We would, however, emphasize the advantage of employing university 
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clinics as well as training classes in Washington and of providing for 
refresher courses. Moreover, it is not our intention at the moment to 
insist on the exact set of relationships that the authors’ reference to an 
ROTC form of organization suggests. There lurk in so specific a pro- 
posal legal and technical difficulties that will require a good deal of 
resolving. But there will at least be general agreement that strategically 
situated individuals throughout American industries and educational 
institutions should be thoroughly schooled in the structure, control plans 
and proposed instruments of the mobilization agency, and in turn assist 
in their development. The degree and terms of any ultimate obligation 
to enter government service if emergency summons, can be left to later 
decision, but the enterprise itself does not brook delay. It is likewise to 
be assumed that the grand plan for “extension courses” will be worked 
out in collaboration with the Munitions Board, and the needs of that 
agency suitably accommodated. 

In re-reading the foregoing remarks, we are conscious of the degree 
to which they by-pass legitimate comment upon much of the authors’ 
history as history. Despite the fairness and detachment with which they 
have sought to describe actual wartime developments, extended criti- 
cism of a few of their case histories could be written. But such an 
approach, we believe, would have been a mistake for the reason that 
save in two respects with which we have dealt at perhaps painful length 
—civilian contract clearance and the general scope of the central control 
agency—the differences do not involve the substance of the evidence 
underlying their proposals as to “what we should do” or affect the 
genuine merits of these proposals. “Push-button war” publicists to the 
contrary, we cannot afford to be without the apparatus the authors 
envisage if and when M-day comes. And since experience suggests that, 
whatever formal power the President may have to declare such a day, 
its use is likely to be delayed until the last moment, it is essential that we 
be ready to put the machinery into full operation in a matter of days. 
The preparatory job, still largely undone, seems to us one of our most 
urgent tasks. It behooves all those who accept the authors’ proposals, 
with or without the few modifications suggested in this review, to exert 
pressure for immediate action. 
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AN ALTERNATIVE APPROACH TO THE CONCEPT OF 
WORKABLE COMPETITION 


By Jesse W. MARKHAM* 


I 


Economists, recognizing the shortcomings of the theory of perfect 
competition in framing public policy for oligopolistic markets, recently 
have endeavored to define a more realistic standard of economic per- 
formance—workable or effective competition.’ Since the concept owes 
its creation to a public policy need and not to the logic of abstract 
theory, it can, at best, be divorced only in part from value judgments. 
To the unswerving socialist, nothing short of complete government 
ownership and control of all economic activity may make for a worka- 
ble society. To him, no economy is workably competitive if it is pri- 
vately competitive. Yet a proponent’of unlimited free enterprise would 
probably view any economy not subject to governmental intervention 
as workably competitive. Thorough-going antitrust sympathizers may 
reject any definition of workable competition that falls noticeably 
short of pure competition. On the other hand, economists who sub- 
scribe to the Schumpeterian theory of creative destruction may willingly 
accept, in fact, insist upon the acceptance of, far less. Nor is it quite 
clear that the degree of competition clamored for by constituents of each 
school of thought is always compatible with the economic framework of 
the society they hope to create or maintain. Those who insist that 
workable competition falls little short of perfect competition, in their 
efforts to preserve a free enterprise economy, may be unwittingly lead- 
ing us toward stringent state controls. For, it is difficult to visualize the 
maintenance of atomized industries by any means other than strong 
police power. On the other hand, passive acceptance of a high degree of 
concentration in many industries on the theory that other entrepreneurs 
with other products will destroy it through a natural evolutionary 
process may be an invitation to industrial fascism. 

That the term workable competition defies precise definition, even in 
the presence of agreed upon standards of workability in some political 

* The author is assistant professor of economics, Vanderbilt University. The paper has 
profited considerably from criticisms made by Professors George W. Stocking and Roland 
McKean of the Vanderbilt University economics department. 


1The term workable competition was first used by J. M. Clark in his article “Toward 
a Concept of Workable Competition” Am. Econ. Rev., Vol. XXX, No. 2, Pt. 1 (June, 
1940), pp. 241-56. 
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or moral sense, becomes evident when one attempts to define the “indus- 
try” to which the concept is to be applied. Concentration ratios are often 
employed to indicate the degree of monopoly which exists in a particular 
industry, but concentration ratios in themselves might be quite meaning- 
less unless they relate to a well-defined market. For example, E. I. du 
Pont de Nemours and Co., Inc. is the sole producer of a particular syn- 
thetic yarn known as nylon; but du Pont accounts for only about 10 
per cent of total synthetic yarn production and accounts for only an 
infinitestimally small percentage of total domestic yarn production of 
all kinds. Obviously, therefore, any measure of du Pont’s monopoly 
power in the textile industry is dependent upon whether one has in mind 
the domestic nylon market, the synthetic yarn market, or simply the 
yarn market. 

Most definitions of workable competition have been patterned 
largely after the traditional definition of perfect competition. That is to 
say, the definitions consist of listing a set of conditions the fulfillment 
of which determines whether or not a specific industry is to be judged 
as workably competitive. By and large, none of these definitions pre- 
sents insuperable difficulties so long as their application is limited to 
near-perfectly competitive industries and well-defined market areas; 
i.c., although few would argue that the American cotton textile industry 
has traditionally fulfilled all the conditions of perfect competition, it is 
unlikely that any would argue that competition in cotton textiles has not 
been effective or workable. Most of our industries, however, are not 
so highly competitive that they differ but little from purely competitive 
industries nor are market boundaries in our economy always clearly 
delineated. When applied to monopolistically competitive and oligopolis- 
tic markets, the weaknesses of most definitions of workable competition 
begin to appear. Yet, these are the market areas with which public 
policy is largely concerned. This paper purports (1) to set forth the 
actual conditions that exist in a fairly typical oligopolistic industry—the 
rayon yarn producing industry; (2) to demonstrate the difficulties that 
arise when an attempt is made to determine the workable competitive- 
ness of an industry by applying to it a specific set of conditions; and (3) 
to suggest an alternative approach to the problem of defining workable 
competition that may possibly be more useful for purposes of public 
policy. 

II 

Apart from the fact that the author has made a rather extended study 
of the industry, the rayon yarn industry offers itself as a particularly 
good candidate upon which the various definitions of workable compe- 
tition may be tested. Since the industry is composed of a limited num- 
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ber of producers, it falls far short of fulfilling one of the most essential 
conditions of pure competition. On the other hand, market practices in 
the industry have never precipitated an antitrust case.? Hence, at the 
outset, there is no basis for a priori judgment or public policy bias. In 
addition to these features, however, the industry poses many of the 
debatable questions that would necessarily arise in the process of 
determining whether or not an industry is workably competitive. The 
significant characteristics of the domestic rayon yarn industry are as 
follows:* 

1. Rayon is produced in the United States under the viscose, acetate 
and the cupramonium processes.* All basic patent rights to these 
processes have become public property. The American Viscose Corpora- 
tion monopolized the industry until 1920, at which time its American 
rights to the Cross and Bevans and Topham patents expired. Since 1920, 
approximately twenty new firms have entered into rayon production 
under one of the three processes listed above. A number of small firms 
did not survive the 1930-1933 depression. Concentration ratios have 
declined rapidly since 1920. Currently, the largest producer accounts 
for 33 per cent of total domestic output and the four largest producers 
account for about 75 per cent. 

2. The rayon industry is an oligopoly nominally consisting of four- 
teen firms. If cognizance is taken of inter-company affiliations, however, 
the actual number of financially independent producers is eleven. The 
chief limitation to the number of firms is an economic one: The long- 
run cost curve for the firm, at least to the extent it is indicated by 
available plant cost curves and other data, places the rayon industry 
among the natural oligopolies. Economies of scale obtained through 
rapid expansion of capacity by entrenched firms have made it increas- 
ingly difficult for new firms to enter the industry since 1930 in spite of 
the gradual dissemination of technical “know how” and the expiration 
of several special patents that occurred over the past twenty years. 


2The Federal Trade Commission investigated charges against the ten largest viscose 
yarn producers (1934-37) that they conspired to fix prices between October, 1931 and 
May, 1932. Charges were made by a large textile fabricator. The Federal Trade Com- 
mission issued a cease and desist order in 1937 but mentioned no specific price-fixing 
practices. Viscose Co., et al; Docket No. 2161; Summary of Decisions of the Federal 
Trade Commission. 

* These characteristics have been taken from a larger study by the author entitled 
“Price and Output Behavior in the Domestic Rayon Industry.” The original study was 
presented as a Ph.D. thesis at Harvard University, September, 1948. It is currently being 
revised for publication. Although, for purposes of this paper, the features of the rayon 
industry could as well be hypothetical as real, documentation of them may be found in 
the thesis deposited in the Harvard University Library. 

* Although there are important chemical differences among yarns produced under the 
three processes, rayon yarn will be treated as a homogeneous commodity in this paper. 
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However, two new rayon producers, Beunit Mills, Inc., and the United 
Rayon Corporation, have entered the field since the War and were 
planning to have plants in operation before the end of 1949. 

3. The industry has been characterized by a very rapid rate of expan- 
sion of production facilities,” but only during the period between 1920 
and 1930 was any of this increase due to the entrance of new firms. A 
sharp secular decline in price (12.8 per cent per year) and rate of 
return on investment (100 per cent 1915-19 to 6.9 per cent 1930-38) 
has accompanied the rising trend in investment and output. Therefore, 
trends in prices, prifits and investment are consistent with those which 
would have been expected under highly competitive conditions. 

4. The rayon price series indicates a high degree of short-run sta- 
bility relative to rayon sales and to natural fiber yarn prices. Prices 
often remain unchanged for from one to two years. However, over the 
course of several business cycles rayon price has moved in almost per- 
fect consonance with silk and cotton yarn prices. Both synthetic and 
natural fiber yarn producers view the yarn market as highly competi- 
tive. There are several logical explanations for the short-run stability of 
rayon price: (1) The prices for all variable cost factors (wages, chemi- 
cals, wood pulp, etc.) are extremely stable. (2) All rayon producers are 
large corporations; it is generally conceded that this form of business 
organization transmits price changes to the market much more slug- 
gishly than do small-owner controlled corporations and proprietorships. 
(3)Rayon producers seem to feel that a stable yarn price stimulates 
long-run demand; it eliminates possible inventory losses and the neces- 
sity of hedging by textile fabricators. (4) Few producers initiate price 
changes independently; most producers usually wait for a large pro- 
ducer to initiate a price change (see 5, below). 

5. The price relationship among rayon producers has varied some- 
what with respect to particular phases of the business cycle, but there 
is fairly conclusive evidence of price leadership. The largest rayon pro- 
ducer has been the first to announce a list price change in all but a few 
instances; the two largest producers have accounted for ninety per cent 
of all list-price revisions since 1926. However, in periods of severe de- 
pression such as 1930-32 and, toa less extent, 1934 and 1938, many list- 
price changes merely took de jure recognition of de facto market prices. 
There is tremendous pressure upon producers, particularly smaller pro- 
ducers, to maintain close to maximum capacity output for cost con- 
siderations. Short-run plant cost curves have a steep negative slope that 
continues all the way to installed capacity ouput. The smaller the plant, 

5 Many statistics textbooks use the rayon production series to illustrate the applicability 


of the Gompertz curve. See F. C. Mills, Statistical Methods, rev. ed. (New York, 1938), 
pp. 671-75. 
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the steeper the slope over the range of 75 per cent to 100 per cent of 
installed capacity. Thus, when the rayon market becomes severely 
depressed, small producers will shade prices in order to maintain a high 
rate of output rather than abide by list prices and commit financial 
suicide. Also, extremely tight rayon markets have occasionally given 
rise to premiums above list price of varying magnitudes and, since the 
War, there has been some variation in quoted prices among producers 
for the first time in the history of the industry. Market conditions 
intermediate to an acute yarn shortage and a severe depression, how- 
ever, appear to be characterized by close agreement between list price 
and net realized price and by identical quoted prices for all producers. 

6. Similar to the price series, the rayon output series is highly stable 
in the short-run relative to the deliveries series. Generally, irregular and 
seasonal fluctuations in demand are absorbed by inventory fluctuations. 
Several factors account for the reluctance on the part of rayon pro- 
ducers to curtail output to meet temporary market disequilibria: (1) 
Rayon is produced by a continuous process; plant shut-downs are costly 
and several weeks are usually required to get plants back up to top 
operational efficiency. (2) As indicated above, total unit costs increase 
rapidly as output is contracted below capacity. This is true when all 
variable factors may be adjusted to the new production schedule; the 
increase in unit costs is aggravated in the immediate short-run that 
would probably include seasonal and irregular fluctuations in demand 
for which complete adjustment of variable factors is seldom if ever 
made. 

7. By way of an appraisal of the above points, the arbitrary power 
that rayon producers may exercise over their price is extremely limited 
if we concede that producers attempt to maximize profits. In no case has 
output curtailment in the industry proceeded by as much as 25 per cent 
of installed capacity without an accompanying price reduction. A con- 
fluence of several economic forces accounts for this price breaking 
point: (1) Large firms have reasons for suspecting off-list selling when 
only 75 per cent of installed capacity operations is necessary to fill 
orders at existing list prices. (2) Total unit costs (under conditions of 
stable factor costs) are considerably higher when firms operate at 75 
per cent of installed capacity than when they operate at 100 per cent. 
(3) The prices of the competitive natural fibers have probably been 
noticeably reduced by the time textile fabricators are demanding only 
75 per cent of capacity rayon output; hence, it behooves the nominal 
price-leader or some other firm to reduce rayon prices in order to 
regain part of its market lost to natural fibers and thereby maintain a 
higher level of output. : 

8. Although rayon producers do not seem to be willing to engage in 
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much price competition when the market is “normal,” they vigorously 
compete among themselves in other ways. The rate of technological 
innovation in the rayon industry has been almost unbelievably high. 
For example, output per man-hour increased about tenfold between 
1925 and 1938. Also, numerous acid recovery systems have been devised 
to cut costs. In their efforts to produce at a cost lower than their rivals, 
rayon producers have engaged in vigorous competition. Further, rayon 
producers have aggressively explored and exploited the long-run 
demand possibilities for their product. The quality of rayon has been 
steadily improved or altered so that it could reach new fabric markets. 
In 1920 rayon was, at best, a cheap silk substitute. Today rayon is 
used in the production of all kinds of wearing apparel and household 
and industrial fabrics. 

9. The domestic rayon yarn industry has received a considerable 
amount of tariff protection.* Since the passage of the Tariff Act of 1930, 
domestic producers have been relatively free from foreign competition. 
Under the recent Geneva Trade Agreement, however, import duties on 
rayon yarn were reduced by 50 per cent on January 1, 1948. Although 
it is too early to tell what the long-run effects of tariff reduction upon 
the domestic yarn market will be, rayon imports increased considerably 
in 1948. 

Obviously, these are not all of the characteristics of the domestic 
rayon yarn industry that must be determined before a final verdict can 
be rendered upon the workable competitiveness of the industry. How- 
ever, for illustrative purposes, they serve as a tolerably good testing 
ground for the applicability of some of the more familiar definitions of 
workable or effective competition. They at least serve our purpose suffi- 
ciently well to bring into sharp relief the extent to which one must en- 
gage in making value judgments in any such process. 


Ill 


There have been several serious attempts made to define the term 
“workable competition.” In no case, however, has an author set forth 
conditions so completely devoid of value judgments or so all-embracing 
that he feels free to acclaim the universal applicability of his definition. 
Professor J. M. Clark, the creator of the term, places much emphasis 
upon rivalry among selling units and the “free option of the buyer to buy 
from a rival seller or sellers of what we think of as ‘the same’ product.’” 


*When discussing the workable competitiveness of the domestic rayon yarn market 
in this paper, the tariff policy will be accepted as a datum. Public policy can always be 
directed toward making any domestic market more or less competitive than it now is by 
eliminating tariffs, subsidizing imports, imposing higher tariff walls, etc. 

* John M. Clark, op. cit., p. 243. 
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Professor Clark concedes, however, that the “specific character of 
competition in any given case depends on a surprisingly large number of 
conditions—so many, in fact, that the number of mathematically possible 
combinations runs into the hundreds of thousands—and suggests the 
possibility that every industry may be in some significant respect differ- 
ent from every other, or from itself at some other stage of develop- 
ment.’”* 

On a number of counts, the domestic rayon industry would be worka- 
bly competitive under Professor Clark’s definition. He himself would 
probably place the rayon industry under the following caption in his 
classification of competition scheme:° 

II. Modified, intermediate or hybrid competition. 

A. Standard Products, few producers. The most important cases 
involve formally free entry, but no exit without loss. 
3. Quoted prices, sloping individual demand curves. 

b. Demand schedules indefinite (limited freight absorption). 


There is room for little doubt about the existence of rivalry among 
the producers of rayon. In depressed markets rivalry has taken the 
form of price cutting and price shading. Even during normal market 
periods when the price leader’s list price seems to have prevailed in the 
industry there has been intense rivalry among producers in the form of 
cost cutting and quality competition. Except possibly for the brief inter- 
val between October, 193i, and May, 1932, when the price-fixing con- 
spiracy was alleged, it gan be fairly concluded that rayon purchasers 
have had a real option before them as to their source of supply. At times 
when all producers rigidly adhered to the price leader’s quoted price, the 
buyer’s option was limited to quality and grading differences among 
producers. However, to the extent buyers regard rayon, nylon, silk, 
cotton and wool yarns as “the same” commodity, they have always had, 
in addition to the above, a real price option. Hence, on most counts the 
rayon yarn industry would qualify as workably competitive under Pro- 
fessor Clark’s definition. At least, any disagreement with this conclu- 
sion would evolve from a different interpretation of such terms as 
“rivalry,” “option,” and “the same” commodity. 

To Professor Stigler, “An industry is workably competitive when 
(1) there are a considerable number of firms selling closely related 
products in each important market area, (2) these firms are not in 
collusion, and (3) the long-run average cost curve for a new firm is not 
materially higher than that for an established firm.”’*® The workable 


* Ibid., p. 243. 

* John M. Clark, op. cit., p. 245. 

” George J. Stigler, “Extent and Bases of Monopoly,” Am. Econ. Rev., Vol. XXXII, 
No. 2, Pt. 2, Suppl. (June, 1942), pp. 2-3. 
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competitiveness of the rayon industry under Professor Stigler’s defini- 
tion would depend upon the interpretation given to the term “closely 
related products.” If all textile yarns are in some sense to be considered 
as closely related, and the competition among them in specific market 
areas indicates that they should be so considered, the rayon industry (as 
a small segment of the total yarn market) would be considered as 
highly competitive under the above definition. If, however, the product 
of one rayon producer be considered as closely related only to other 
rayon, other features of the definition come into play and the conclusion 
is not so evident. The workable competitiveness of the rayon industry 
would then depend upon how Professor Stigler would answer the follow- 
ing questions: Do fourteen producers constitute “ a considerable number 
of firms?” Do sporadic price shading and price cutting so invalidate the 
normal acceptance of price leadership that it could be fairly concluded 
that rayon producers neither tacitly nor explicitly avoid price competi- 
tion? Unless both of these questions could be answered in the affirmative 
there would be some doubts as to the amount of price competition that 
has characterized the domestic rayon industry. Even under the more 
restrictive interpretation of the term “closely related products” the 
industry would be considered workably competitive in periods when the 
rate of sales is extremely high or low relative to installed capacity. But 


in instances where all firms have operated somewhere between 80 per 
cent and 95 per cent of installed capacity and have passively adhered to 
the price leader’s price, the industry may not qualify as workably 
competitive because of the second provision of Stigler’s definition.” 

Corwin Edwards has also defined workable competition in terms of 
the structural characteristics in a particular market. They are as 
follows 


1. There must be an appreciable number of sources of supply and an 
appreciable number of potential customers for substantially the same 
product or service. Suppliers and customers do not need to be so nu- 
merous that each trader is entirely without individual influence, but 
their number must be great enough that persons on the other side of the 
market may readily turn away from any particular trader and may find a 
variety of other alternatives. 

2. No trader must be so powerful as to be able to coerce his rivals, nor 
so large that the remaining traders lack the capacity to take over at least 
a substantial portion of his trade. 

3. Traders must be responsive to incentives of profit and loss: that is, 
they must not be so large, so diversified, so devoted to political rather 


“This would depend upon whether Professor Stigler considers the temporary acceptance 
of a price leader’s price as a “tacit avoidance of price competition for fear of retaliation 
of close rivals.” See his footnote, op. cit., p. 3. 


* Corwin Edwards, Maintaining Competition (New York, 1949), pp. 9-10. 
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than commercial purposes, so subsidized, or otherwise so unconcerned 
with results in a particular market, that their policies are not affected 
by ordinary commercial incentives arising out of that market. 

4. Matters of commercial policy must be decided by each trader 
separately without agreement with his rivals. 

5. New traders must have opportunity to enter the market without 
handicap other than that which is automatically created by the fact 
that others are already well established there. 

6. Access by traders on one side of the market to those on the other 
side of the market must be unimpaired except by obstacles not deliber- 
ately introduced, such as distance or ignorance of the available alterna- 
tives. 

7. There must be no substantial preferential status within the market 
for any important trader or group of traders on the basis of law, politics, 
or commercial alliances. 


The structural characteristics of the rayon market since 1932 would 
seem to fulfill the requirements of workable competition by this inter- 
pretation even under the more rigid definition of an industry. Pro- 
fessor Edwards states that there must be an appreciable number of 
sources of supply, but neither suppliers nor customers need to be so 
numerous that each trader is entirely without individual influence. 
There must, however, be no agreement among rivals with respect to 


commercial policy. It would appear, therefore, the oligopolistic mar- 
kets are ruled out under the above set of conditions only when indi- 
viduals firms act in concert to an extent that implies either an agree- 
ment or the possession of coercive power by a large producer. The 
off-list selling by individual rayon producers in periods marked by a 
noticeable decline in demand, the differential premiums for quick de- 
livery when yarn shortages appear, and the quoted price differentials 
among producers since the war would probably constitute sufficient 
evidence that rayon price is not a result of a collusive agreement. Al- 
though American Viscose has generally led the industry in effecting 
list price changes, on several occasions the admitted purpose of the 
price revision was to bring list price more in line with the de facto 
price. Also, several other producers have occasionally taker the initia- 
tive in revising price schedules. 

These features of rayon price behavior would seem to be com- 
patible with the structural characteristics required of a particular 
competitive market as set forth above. There is evidence that each 
firm considers the effect his actions will have upon his rival’s behavior, 
but there is a sufficient amount of independent pricing over the period 
of a business cycle to give buyers a variety of options among sellers. 
When this type of price behavior appears in a market, fourteen pro- 
ducers probably constitute an “appreciable number of sources of 
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supply.” It is not likely that Professor Edwards would have considered 
the industry to be workably competitive during the twenties. From 
1920 to 1930 the American Viscose Corporation was sufficiently large 
relative to its rivals to exert a substantial amount of coercive power. 
Also, and this logically follows, the remaining producers did not col- 
lectively control enough productive capacity to be able to take over a 
substantial portion of the trade that usually went to the American 
Viscose Corporation. 

Although it is possible to classify the domestic rayon industry among 
the workably competitive industries by an application of any one of 
the above definitions, it should be reiterated that results obtained from 
the application of each involves a value judgment. Hence, it is un- 
likely that any prescribed set of market characteristics would either 
obtain the approval of all economists or could uniquely determine the 
workable competitiveness of any given industry. Those who reject any 
set of conditions that falls noticeably short of the classicists’ ideal of 
perfect competition would find few workably competitive markets. 
Those who place much reliance upon the dynamics of creative de- 
struction would find many more. In the absence of known conse- 
quences of an active pursuit of either of the foregoing implied policies 
toward industrial markets, it is perhaps just as well that policy making 
has never been left to either of these two groups to the complete ex- 
clusion of the other. Even within each group that harbors no ideologi- 
cal conflict it is most unlikely that all would ascribe to any single set 
of market conditions universal applicability. In any case, the work- 
able competitiveness of a particular industry is open to debate only 
after the structural characteristics of its market and the dynamic forces 
that have shaped them have been appraised. 


IV 


A relatively small number of large producers (hence, fairly high con- 
centration ratios), short-run price stability, and the acceptance of a 
price leader appear to be the most obvious differences between the 
rayon market and the competitive market of the classicists. In an 
industrialized society in which perfect competition cannot be expected, 
are those differences sufficiently inimical to the public welfare to con- 
clude that competition in the domestic rayon industry is “unworkable”? 
An answer to this question involves an appraisal of these differences 
against the background of the dynamic aspects of the rayon industry 
and an examination of the changes that an enlightened public policy 
would envisage in order to eliminate them. 

Although concentration ratios have been high in the rayon industry, 
rapidly declining prices and profit rates, the gradual decline in the rela- 
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tive position of the largest and four largest producers, and the in- 
crease in the number of rayon producing firms over the past twenty- 
eight years are consistent with that which would be expected under 
conditions of competition. In 1920 the American Viscose Company 
was a highly profitable (156.83 per cent return on total investment! ), 
patent-protected monopoly which sold 150 denier rayon for $4.50 per 
pound. By 1940 there were fifteen rayon yarn producers, the average 
annual rate of return for the industry was about 7 per cent, and the 
price of rayon yarn had declined to $0.53 per pound. Over the twenty- 
year period the quality of rayon was greatly improved and domestic 
output increased from 10.1 million pounds to 380.1 million pounds 
per year. Currently, American Viscose accounts for only 33 per cent 
of total domestic output and the four largest firms, for about 75 per 
cent. Two new firms have recently entered the industry. Hence, with 
respect to the number of firms, the degree of concentration of produc- 
tive capacity, and the secular behavior of prices, profits and output, 
competitive forces seem to be accomplishing automatically what would 
presumably be the objectives of an enlightened public policy. Profits 
and prices are declining while output is increasing; the number of firms 
is increasing and the degree of concentration is decreasing. 

Both the short-run stability and the price leadership which char- 
acterize rayon price behavior stem from the oligopolistic features of the 
rayon market. It has been previously pointed out, however, that there 
have been a number of significant departures from the general price 
leadership pattern. Several downward price revisions admittedly have 
merely taken de jure recognition of de facto prices. Also, although 
rayon prices are more stable than natural fiber prices, there is much 
interdependence among all textile prices. Any appreciable change in 
silk or cotton prices has immediate effects in the rayon market. Since 
natural fiber prices are usually accepted as being highly competitive, 
it should follow that closely related commodity prices geared to them 
take on some of their competitive aspects. In any case, the only ob- 
vious way to eliminate practices born of oligopolistic rationality is to 
eliminate the foundations of the oligopoly market, i.e., increase the 
number of independent producers in the industry. Hence, the crucial 
question becomes whether or not public policy could be directed toward 
reducing the market control of the larger producers more effectively 
than it is already being accomplished by competitive market forces. 
A final decision as to whether the rayon industry is workably competi- 
tive or not is contingent upon how this question is answered. 

Economies of scale in rayon production have been referred to else- 
where in this paper. That the largest plants currently producing rayon 
are the most efficient plants can be established beyond any reasonable 
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doubt. It can be fairly safely concluded, therefore, that nothing could 
be gained at present by placing a limitation upon the size of rayon 
plants. Short-run price flexibility, if obtained by this method, is hardly 
worth the social costs involved. But the twenty-eight rayon plants are 
controlled by fourteen firms. Could anything be gained by limiting each 
firm to one plant? An answer to this question hangs largely upon the 
interpretation of all the available evidence. Estimates made by construc- 
tion engineers and the financial statements of individual firms indicate 
that economies of scale are obtained by increasing the size of the firm. 
Nor is there any evidence that any single firm in the rayon industry 
has expanded beyond the point where further economies are impos- 
sible. Therefore, to farm out all plants to an independent producer 
would, assuming that buyers could be found, entail some duplication 
in overhead (research, physical and chemical testing laboratories, man- 
agement, sales offices, etc.) and thereby raise costs. On the other hand, 
it is quite likely that an increase in the number of rayon producers 
from fourteen to twenty-eight (again assuming that buyers for all 
plants could be found) would eliminate some short-run price inflexi- 
bility and make price-leadership more difficult. However, strong com- 
petition from other yarns already limits the amount of control the price 
leader may exercise over rayon price. Also, since rayon producers have 
maintained a high level of output in the short run because of cost con- 
siderations, they have rendered inadmissible a number of arguments 
against short-run price inflexibility; there is no resultant unemploy- 
ment to attribute to the “administered” rayon price. Hence, at the 
present stage of development of the domestic rayon industry, it would 
probably be unwise to place legal limitations upon the size of the firm, 
particularly since the number of firms is still increasing. The expected 
gains to be derived from such a policy do not clearly offset the ex- 
pected losses. 


V 


In concluding that the rayon industry is workably competitive, the 
author lays no claim to having found a more workable definition of 
workable competition. Indeed, he would be among the first to admit that 
others might easily have arrived at totally different conclusions. It 
might, however, not be amiss to state, by way of summary, the guiding 
principles employed in including that the domestic rayon industry falls 
within the workably competitive segment of the American economy. 

One of the obvious shortcomings of those definitions of workable 
competition which set forth a necessary set of conditions is that they 
neglect the dynamic forces that shape an industry’s development. It 
is difficult to visualize a set of static conditions that would not include 
some mention of the number of firms. Yet, no one would expect to find 


; 
aa 
| 
- 
| 
3 
4 
2 
| 
: 


MARKHAM: THE CONCEPT OF WORKABLE COMPETITION 361 


“a fairly large number” of firms in an industry one or two years after a 
single firm’s patent rights to a production process had expired. Should 
such an industry be judged @ priori unworkably competitive because 
it does not meet with a stated number of conditions? If changes in the 
structural characteristics of an industry over time are to be admitted to 
the concept, a stated set of conditions is not only inapplicable to all 
industries at once but also loses its applicability to the same industry 
at different stages of development. Further, one might well ask 
whether it is ever worthwhile to conclude that a particular industry is 
not workably competitive by a static definition if there are no visible 
means whereby public policy might be directed toward making the 
industry more competitive. To apply rigorously a stated set of condi- 
tions might put us in the extremely embarrassing position of having 
caught a host of criminals before we have devised an appropriate penal 
or reform system. 

A possible alternative approach to the concept of workable com- 
petition may be one which shifts the emphasis from a set of specific 
structural characteristics to an appraisal of a particular industry’s 
over-all performance against the background of possible remedial ac- 
tion. Definitions of workable competition shaped along these lines 
might accept as a first approximation some such principle as the fol- 
lowing: An industry may be judged to be workably competitive when, 
after the structural characteristics of its market and the dynamic 
forces that shaped them have been thoroughly examined, there is no 
clearly indicated change that can be effected through public policy 
measures that would result in greater social gains than social losses. 
Tautological through this type of definition might be, it at least avoids 
the pitfall of listing specific market conditions that can have very 
limited general applicability. Also, it would ascribe paramount impor- 
tance to that which should be uppermost in the minds of those who 
formulate public policy—the possibility of prescribing appropriate 
remedial action. For, unless the concept of workable competition is 
to be an instrument of public policy, there is little reason for differ- 
entiating between workable and pure competition. But to frame defini- 
tions for public policy purposes without taking cognizance of the 
different structural features among industries and within the same 
industry at specific stages of development, and without recognizing at 
the outset the political and economic limitations placed upon policy- 
making authorities, would be to ignore the primary purpose of such 
definitions, i.e., to indicate wherein an industry does not operate in 
the public’s interest and what appropriate remedial action is possible. 
It seems hardly necessary to point out, however, that definitions of 
workable competition which follow the above suggested pattern, like 
all others, will not be divorced from value judgments. 


UNION WAGE DECISIONS AND EMPLOYMENT 


By Georce P, SHuttz AND CHarLes A. Myers* 


The end of a seller’s market in many unionized industries and the 
strategic importance of union wage decisions in the economy underline 
the significance of a question which has increasingly concerned econo- 
mists: are a union’s wage decisions influenced by the possible effects 
of those decisions on the employment opportunities of its members? 
Until recent years there was more or less general agreement in the 
literature of labor economics that many unions took into account the 
relation between wage demands and employment in the particular firm 
or industry.’ But in 1947, in a series of articles, one of which appeared 
in this Review,? Arthur M. Ross argued: “The volume of employment 
associated with a given wage rate is unpredictable before the fact and 
the effect of a given rate on employment is undecipherable after the 
fact. The employment effect cannot normally be the subject of rational 
calculation and prediction at the time the bargain is made, and union 
officials are normally in no position to assume responsibility for it.’”’ 

This latter view rests upon the conception of a trade union as a politi- 
cal institution, whose leaders must continually balance the pressures 
from the rank and file, rival factions in the union, rival unions, employ- 
ers, and government. Such a “model” is consistent with the postwar 
emphasis on “rounds” of wage increases emanating from “key bargains” 
and would, in fact, help explain assertions, like the one by Dunlop, 
which follows: 


We have reached the stage where a limited number of key bargains 
effectively influence the whole wage structure of the American economy. 
When these strategic wages have been determined, for all practical pur- 


* The authors are, respectively, assistant professor and professor of industrial relations 
at Massachusetts Institute of Technology. 

*As examples, see Sumner H. Slichter, Union Policies and Industrial Management 
(Washington, Brookings Institution, 1941), pp. 345-69; John T. Dunlop, Wage Policies 
of Trade Unions (New York, Macmillan, 1943), pp. 61-66; Joseph Shister, “The Eco- 
nomics of Collective Wage Bargaining: A Case Study,” Jour. Pol. Econ., Vol. LI (Aug., 
1943), pp. 338-47; and Harry A. Millis and Royal E. Montgomery, Organized Labor 
(New York, McGraw-Hill, 1st ed., 1945), ‘pp. 389-438. 

* Arthur M. Ross, “Wage Determination under Collective Bargaining,” Am. Econ. Rev., 
Vol. XXXVII (Dec., 1947), pp. 793-822. 

* Arthur M. Ross, Trade Union Wage Policy (Berkeley and Los Angeles, Univ. of Calif. 
Press, 1948), p. 80. The articles referred to above were republished in this book. 
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poses wage rates are determinable throughout the rest of the system 
within narrow limits.* 


The same line of thinking, which would reorient explanation of wage 
changes from economic to political forces, is, in effect, supported by 
recent discussions of the theory of the firm, especially the firm’s short- 
run reactions to changes in costs. Reynolds, for example, develops the 
importance for the determination of price of a “firm’s long-range market 
strategy vis-d-vis competing firms.” He then observes, 

Once the price has been set, output is determined solely by the firm’s 

estimate of how much can be sold at this price. Cost considerations are 

not directly involved in the output decision. 

It follows that there is no reason why a wage increase (or any other cost 

increase) confined to the firm in question should have any effect on out- 

put, unless a level of costs is reached which forces the firm to suspend 
operations entirely.® 


Thus, with no compelling economic forces operating in the short run— 
no “employment effect” of a wage increase—the stage is set for the 
determination of wages by political pressures. 

Are the output and employment decisions of an individual firm un- 
responsive, within a reasonably short period of time, to changes in 
wages (or other) costs? If there were a response, would unions always 
and inevitably ignore it? Evidence which we have recently collected 
suggests that the answer to these questions may, for many situations, 
be “no.” This evidence, in its broad outline, will be presented in this 
paper. Two subsidiary, though important, questions must also be raised, 
if this discussion of union reactions to an “employment effect” is to 
prove constructive. First, what are the sources of pressure which may 
compel union decision-makers to recognize a possible “employment 
effect”? In what way are these pressures expressed? Second, what are 
the types of situations in which wage decisions are most likely to be 
influenced by the volume of work available to union members? 

The new evidence on which we base our analysis is drawn from two 
recent field-research projects. The first was a study of the highly com- 
petitive and only partially unionized men’s shoe industry, and more 
intensively, of that portion of the industry centered in southeastern 
Massachusetts.° In this region, a strong independent union, a “brother- 

“John T. Dunlop, “American Wage Determination: The Trend and Its Significance,” 


Addresses at the Economic Institute on Wage Determination and the Economics of 
Liberalism (Chamber of Commerce of the U.S., Washington, Jan., 1947), p. 42. 

5 Lloyd G. Reynolds, “Toward a Short-Run Theory of Wages,” Am. Econ. Rev., Vol. 
XXXVIII (June, 1948), pp. 297-98. 

* This study was made by one of the authors during 1947-48, when he held a Social 
Science Research Council fellowship. The aid of the Council is here gratefully acknowledged. 
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hood” of fourteen craft units, bargains with some thirty firms, many 
cf which are members of a manufacturers’ association. The second 
study was directly concerned with the effects of unemployment in an- 
other New England industrial community, where the partial shutdown 
of a large textile mill contributed substantially to a peak unemployment 
of about 13 per cent of the labor force in April, 1949. Here we were 
interested, in part, in the effects of unemployment on wage settlements 
made under collective bargaining. 


I 


Wage decisions are made on many other occasions than at the time 
of a general wage settlement.’ For example, union leaders must take a 
position on individual piece rates and work loads;* they must decide 
when to enforce the union scale and when not to;® they must adjust 
to new products constantly being introduced; they must make decisions 
on questions involving technological changes and on proposals to “ra- 
tionalize” the plant wage structure, as in job evaluation; and, in some 
industries, they must decide what “grade” of merchandise is being 
produced in order to determine what scale of wages is appropriate. 
Finally, programs of union-management cooperation are often moti- 
vated, initially at least, by a need to adjust costs to lower levels when 
this is not possible through general reductions in wages. 

Taking, as we must, then, the whole gamut of wage decisions for 
examination, we turn now to the shoe study for evidence that employ- 
ment opportunities can affect wage decisions: The discussion will center 
upon these points: (1) the existence and function of the “grade 
system” of relating labor costs to product prices, (2) the flexibilities 
within the piece-rate structure, and (3) the general wage movements. 
Following this discussion, we shall take up the findings in the second 
study, as they relate to wage decisions and employment. 

The grade system, as it exists in the Massachusetts shoe industry, 
is a method of determining the labor cost on a pair of men’s shoes: the 


* Ross apparently considers only general wage movements, for these are the questions 
which he poses as crucial for a study of the union’s “operating decisions”: “Should the 
wage provision of the agreement be re-opened? What should be the union’s initial demand? 
Should the employer’s initial offer be accepted? . . . Should the union consent to arbitrate? 
Should a strike be called?” Op. cit., p. 11. 

* Cf. Sumner H. Slichter, op. cit., p. 292: “Piecework may help unions and union em- 
ployers to adjust themselves to changed business and market conditions.” Thus, though 
“concessions are politically difficult to grant . . . the union can make concessions by 
consenting to lower piece rates, which may be yielding very high earnings, or by accepting, 
for new operations, piece rates which are quite favorable to the employer.” 

* Ross does mention, though in a footnote, that “in some industries it is common for 
union members to work below the scale by secret agreement with the employer.” Op. cit., 
p. 14 (footnote 21). 
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higher the selling price, the higher the labor costs, with piece rates on 
individual operations varying proportionately. Though the system is 
objectionable from many points of view," it has persisted for at least 
thirty years as the basis for the industry’s rate structure. This can be 
explained only by relating the union’s wage decisions to employment 
opportunities of the membership. For over two decades, a great shift 
down in the price preferences of footwear consumers has resulted in 
a smaller and smaller potential market for higher-priced shoes, and, as 
a result, a constantly dwindling volume of business for the quality- 
minded manufacturers in this region.’* In turn, consequent unemploy- 
ment and underemployment of local shoeworkers placed great pres- 
sure on the established level of piece prices, and the grade system repre- 
sented a more acceptable adaptation to that pressure than a general 
wage reduction. As the Shoe Workers’ Journal stated with resignation 
in 1928, “As long as shoes are sold at different price levels, they will 
be made at varying labor cost.”’* 

The grade system was started, then, and has continued in operation 
as an adaptation to the declining volume of business available on estab- 
lished lines of shoes. Thus, the very existence of the differentiated 
labor costs which the “system” implies provides a striking example of 
the importance of the “quantity axis” in wage bargains. Furthermore, 
the grades have functioned as the mechanism through which the union 
and individual manufacturers have worked out their season-to-season 
and year-to-year problems. The sorts of adjustment for which the grade 
system has proved an appropriate mechanism all relate to the stimula- 
tion of local employment through wage decisions. They may be classi- 
fied into three general types: (1) a means for making general wage 
reductions without giving the appearance of having done so; (2) a 
means for discriminating between the “ability to pay” of the various 
price-grades of shoes; and (3) a means for discriminating between the 
“ability (or willingness) to pay” of various companies. In each of these 
types of adjustment, the primary orientation has been toward increas- 
ing the volume of production by changing piece rates (labor costs) in 
particular factories. 

” The worker is dissatisfied when he receives a different return for doing substantially 
the same operation on two “racks” of shoes, simply because one carries a “pink tag” and 
the other an “orange tag.” The manufacturer finds it difficult, if not impossible, to get 
superior workmanship on his better shoes. The union finds the system difficult to police, 
always being suspicious that some manufacturer is “juggling tags,” in order to make 
his high-grade shoes on a lower labor cost. 

" For example, shoe production in the region declined from 20.3 million pairs in 1920 
to 9.3 million in 1940. Wages paid shoeworkers in the region’s largest city fell from $14.5 
million to $3.8 million over the same period, while employment declined by a little over 
50 per cent. 

* Boot and Shoe Workers’ Union, Shoe Workers’ Journal, July 28, 1928, p. 17. 
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In 1935, as a result of discussions between the union and the manu- 
facturers, a 10 per cent reduction in wages seemed in prospect, in order 
“to stop the loss of business and get new business.’’”* Discussing the 
possibilities presented by this situation, however, some of the manu- 
facturers expressed doubt as to whether such a reduction in wages would 
be of much help to them: “10% won’t help long. It will affect other 
Districts; they will try to get 10% off... I can’t see it, when you talk 
percentages; I think it is very dangerous.”** As a result of this feeling, 
no general wage cut was made. But what was done amounted to the 
same thing: while manufacturers in the lowest grade were granted a 
reduction, those in other grades were “given” the next lowest piece rate 
“list,” though no real change was made in the quality of shoe which 
they produced. A de facto reduction was achieved without creating a 
“pattern” for competing production centers to follow, thereby enabling 
local manufacturers to attract some additional business. Further, by 
making the change through the mechanism of the grade system, the 
union was able to refuse an adjustment on the highest-priced shoes, 
where, they reasoned, their small concession (percentagewise to selling 
price) could not become an effective stimulus to increased sales. 

The series of events which took place early in 1938 were similar 
to the 1935 experience recounted above. In addition, the grade system 
became the vehicle for further company-by-company arrangements 
which had as their central referent a specific wage-employment bargain: 
the union agreed to “submit a stated labor cost” in return for a guaran- 
tee of daily production. For example, late in 1938, union officials signed 
an agreement providing, in part, as follows: 


1. The Company agrees that from the period of November 15th, 1938, 
until April 30th, 1939, they shall produce 140 dozen pairs of shoes daily 
for a period of five days each week. It is understood that the production 
of $5.00 shoes shall not exceed 40 dozen pairs daily during this period. 

2. In consideration of the above commitments on the part of the Com- 
pany, it is agreed by the Union that they shall furnish the Company with 
a new price list to apply to $5.00 shoes, this price list not to exceed 60¢ 
per pair on a plain black oxford commonly referred to as a base shoe.?* 


In another case, a manufacturer who also operated successful selling 
outlets stated, in response to questions from union officials, that he was 
buying shoes “outside” cheaper than he could make them in his own 
factory. He presented the union with invoice and cost slips and, after 


*From minutes of a meeting of the union’s General Price Committee (a wage com- 
mittee). 


“From minutes of a meeting of the manufacturers’ association. 
* From minutes of a meeting of the union’s General Price Committee. 
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some independent investigation by the union, a contract similar to the 
one just cited was signed. These bargains were not infrequent and 
exceptional; on the contrary, they represent the dominant theme of 
wage activity in this section of the industry: the adjustment of wages 
to the realities of business and employment conditions. 

A second area, which may be disposed of briefly, where wage deci- 
sions have reflected the level of employment is the settlement of indi- 
vidual piece rates. It must be apparent now that the orientation of 
these rates is, basically, toward the product market, rather than to- 
ward working conditions in particular factories. It would, in fact, be 
difficult or impossible to administer a set of rates strictly in accordance 
with variations in job requirements." As a result, the piece-rate system 
is “administered” in accordance with bargaining power, the basic ele- 
ment of which is the employment prospect. With new styles constantly 
working their way through the factory, the union has obtained high | 
rates and many “extras” during times of high-level employment, espe- 
cially in the period immediately following World War II. On the other 
hand, “quality drives” in the periods of low business activity and varia- 
tions in the number of work steps required,’ without demands for 
changes in piece rates have had the effect of adjusting wage costs down- 
ward. Even though this may take place in the absence of a positive 
union decision, a wage decisidn is nevertheless implicit. Altogether, 
then, piecemeal changes in the rate structure and in work requirements 
have been an additional and important source in the adjustment of 
wages and labor costs to employment conditions. 

During the years between 1933 and 1948, there were four periods 
involving general wage movements in this region. Though there is not 
space here to describe all these events, conclusions from them will be 
summarized and a few of the episodes from which these conclusions 
are drawn will be described. 

First of all, political forces have sometimes been quite potent in the 
determination of a general movement in wages. The shoeworkers’ union 
in this region has been particularly subject to these pressures since 
it is (1) a democratic organization, allowing the membership consid- 
erable freedom to criticize actions of the leaders and providing for 
secret-ballot referenda for the election of officers every two years, 

"The difficulty results from the great number of types of shoes produced in a single 


factory, from the infinite variations between pieces of leather, and from constant change 
in the quality of work demanded. 

“For example, a good job of edgesetting requires the performance of all the work steps 
twice, though the improvement over a “one-set” edge is not apparent until the shoe has 
been worn for several weeks. In many shoe factories during the war, the foremen “looked 
the other way” while the workers collected a “two-set” piece price for doing a “one-set” 
job. After the war, the “two-set” requirements were again enforced. 
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and (2) a bona fide independent union, faced, on the one hand, with 
the Boot and Shoe Workers’ Union (AFL) from which it seceded in 
1933, and, on the other, with an aggressive CIO affiliate, the United 
Shoe Workers of America, which has considerable strength in New 
England. Thus, union leaders have stated that they need to “get 10 
per cent and get it quick to stop this agitation” and the manufacturers 
have been impressed by the argument that they must “make some move 
in a hurry.” 

But, to test the thesis that employment consideraticns have no place 
in the decision-making process of unions, situations must be found 
where the “political” and “economic” forces push in opposite direc- 
tions. We need go back no further than 1947, 1948, and 1949 to find 
such a situation in the Massachusetts men’s shoe industry. These were 
years of generally rising living costs and widely publicized “rounds” of 
general wage increases. During this period, furthermore, the rival USWA 
conducted a strong though unsuccessful campaign to discredit the 
Brotherhood and win an NLRB election; and two close contests for 
president, vice president, and secretary-treasurer of the BSAC were 
held. In the first of these, the incumbents held their positions by narrow 
margins, but in the second, they were defeated.** Despite all these 
circumstances, there were no general wage increases in the district. 
Several half-hearted requests were made by the former officials; how- 
ever, the new ones passed up an opportunity to reopen the wage ques- 
tion, signing a contract effective until January, 1951. Why were the 
Brotherhood officials not forced to press demands fer a general wage 
increase? Certainly they would have been if political considerations 
were controlling. But employment and payrolls in the region’s shoe in- 
dustry both declined from their 1946 level during this three-year 
period. Many of the union’s members were unemployed and others 
were working only part time. As one of the union’s officers explained, 
“Our problem right now is shoes not wage rates.” 

An even more dramatic example of the relationship between em- 
ployment and this union’s wage decisions occurred in 1940, and in- 
volved a piece price list (labor cost) submitted by the union and used 
by the manufacturers in bidding on a large order of Army shoes. The 
background for this bid was one of generally depressed conditions in 
the region’s shoe factories, unsuccessful attempts to obtain a share of 
three previous government orders, and a union election campaign culmi- 
nating three days after the bids were to be opened. After some contro- 
versy in the local papers as to who was responsible for the inability of 


“ The officials were defeated in an election held in August, 1949, but not over the issue 
of general wage increases. 
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local firms to get government business, the union announced that it had 
“available a price list which is comparable item for item with prices 
now being paid by the largest manufacturer of service shoes in the 
country.””’® Under the stimulus of this general reduction in piece prices 
on service shoes, several manufacturers pared their other costs to the 
bone and bid successfully for the business against the country’s largest 
shoe companies. 

Here union officials had made a considerable wage concession in 
order to gain employment opportunities for the membership. Further, 
if the results of the secret-ballot election held a few days after these 
bids were opened is an indication of the feelings of the rank and file, 
this action must be judged a political success: all the union’s incumbent 
officials were re-elected by landslide margins. 

Altogether, then, the record in this section of the industry indicates 
that “political” forces have been more important as a pressure on 
general wage movements, than on piece rates under the “grade system.” 
Even with respect to general wage movements, they have been domi- 
nant considerations only when accompanied by the permissive condi- 
tion—an encouraging employment prospect. In more adverse circum- 
stances, however, general wage decisions have been more strongly in- 
fluenced by the possible “employment effect” despite concurrent and 


important election campaigns; and when all types of wage activity are 
considered, the influence of employment prospects on wage decisions 
must be regarded as decisive. 


II 


Our findings in the other study tend to confirm these conclusions. 
In this case, the permanent layoff of large numbers of textile workers 
between September, 1948, and February, 1949, precipitated a local em- 
ployment crisis, which was aggravated by further layoffs in almost all 
of the city’s other industries by the spring of 1949. During the period, 
gencral wage negotiations were conducted with most of the unionized 
firms and, in many of them, questions were raised as to the appropriate 
piece rate on new jobs, the work loads on standard operations, or the pro- 
ductivity on hourly-rated jobs. All these questions involve wage de- 
cisions of one sort or another, which provide information relevant to 
the issues raised in this article. 

In all the firms where negotiations were conducted during the period 
of our study, the drop in local and, often, company employment was 
judged to have affected wage negotiations, and, in about 80 per cent of 
the cases, this factor was the dominant influence on the settlement. Union 


' This statement was made in a local newspaper, August 20, 1940. 
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officials felt that local union members did not have the necessary en- 
thusiasm for pressing wage demands. This they attributed in turn to 
these fears of their members: (1) that a strike might develop, causing 
hardship where unemployment had already reduced the family income, 
and costing jobs if the employer proved strong enough to win the strike 
by replacing part of his present work force; and (2) that higher labor 
costs forced on the employer might cause him to lose more of an already 
scarce item: business. Examples follow. 

1. One company operating in a competitive industry settled for no 
wage change, despite large company profits for the preceding year. 
Union officials were apparently concerned about the impact of a wage 
change on job opportunities within the company, for they pointed out 
to the membership in a mimeographed statement that “in our own area 
and in other areas . . . factories are being permanently closed,” and 
“the important thing for the employees and the company is to keep 
production at a good level and to keep the factories going at the maxi- 
mum number of full weeks of work.” The membership apparently 
agreed, for the rank-and-file vote in favor of this settlement registered 
a 4-to-1 majority. 

2. In two other cases, not in the same industry, the AFL and CIO 
unions involved had usually made large wage demands and had ob- 
tained several sizable increases during preceding years. At this time, 
however, the unions asked for two additional paid holidays. But after 
one bargaining session, this demand was dropped and the contract 
settled with no change. Employee representatives on the negotiating 
committees had been on “short time” for several weeks and were im- 
pressed with employer arguments that increased costs at this time 
threatened his ability to attract orders. In still another company, a 
union leader explained his failure to press for wage demands with this 
statement: “You can’t push that guy anywhere except out of busi- 
ness.””*° 

3. In another case, a six-cent general increase was given by the com- 
pany in exchange for acceptance of a job evaluation and time study 
plan which, by raising work standards without major changes in plant 
layout, brought labor costs to their original level. Shy didn’t the 
union insist on more pay for more work? The CIO International officer 
stated that he could not work up any “steam” in the local people, who 
were “scared for their jobs and wanted their weekly income.” 

4. In a company where employees were organized into several craft 
unions affiliated with the AFL, the International representative of a 
small but strong group told this story: 


* Reynolds’ statement that costs and output decisions are not related in the short run 
does allow for this case where the firm is forced to suspend operations entirely. 
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I wish I could think only in terms of the added costs to the company 
of our demands. They don’t amount to anything since we have so few 
members. However, I have to think of the effect of my increase on the 
whole plant because the other unions will insist on parity of treatment. 
But the company can contract out for the work of our local. If our ac- 
tions cost them too much in terms of total plant payroll, they will do 
just that; then our men will be out of some very good jobs. 


Here the apparent inelastic demand for the labor of a small group 
was not real, since special circumstances made the effects on total wage 
costs of primary consideration. 

5. Several union representatives, generalizing on their experience 
in this community and elsewhere, made the following statements in 
interviews: 


In the past seven years, there has been no question that we could get 
pattern wage adjustments in many plants. Business had the money to 
pay. But now things are getting different. We have to consider whether, 
if we get a wage increase now, there will be as much work for our mem- 
bers. If a plant is operating forty hours a week, they may be able to 
continue to give that much work if we take no increase and just settle 
for a wage reopening clause. But if we demand and get an increase, the 
men may get only four days’ work a week. Those are the things we take 
into account now. . - 


We may settle for a reopening with no increase, in hopes that things are 
better later. We know there have been substantial layoffs at the company 
and in the community. 


When I am called in by local people to help prepare contract demands, 
I ask them: “How many days are you working a week? How much back- 
log of orders is there? How does business seem? What is happening in the 
other plants in the area? Is there much unemployment?” If they say, yes, 
as they are saying now, I tell them, “Well, there’s your answer.” 


The day-to-day types of wage decisions also present several interest- 
ing examples of responses to depressed conditions in this community. 
In one small, job-lot plant, organized by an AFL affiliate, most of the 
work is performed by the piece, with rates set by bargaining rather 
than by more “scientific” techniques. Labor costs amount to almost 
half the total costs. The plant, along with the rest of its industry, had 
been operating on a four-day week. When, on several occasions, the 
possibility of bidding in additional orders at reduced prices was pre- 
sented, union representatives (who were, at the same time, workers in 
the plant) made concessions as they set their prices for the prospective 
work. In this way, by reducing their wage per unit, they increased their 
depleted weekly income. 


| 
bs 


372 THE AMERICAN ECONOMIC REVIEW 


Another small textile company, making a fairly well standardized 
product, had been forced to curtail operations by 50 per cent and the 
prospect for future business did not seem bright. The employer raised 
the question of work loads with the union, recalling that his factory 
was popularly known as an “old ladies’ home.” After several negotiating 
sessions, work loads were increased by about 25 per cent on almost all 
operations performed in the plant, without any change in the hourly 
rates. 


The influence of actual or potential employment conditions on wage 
decisions is illustrated, then, by events which took place in both labor 
markets we studied. In some of these cases, of course, unemployment 
affected wage decisions simply by reducing the union’s control over its 
membership. The great majority of instances cited, however, cannot 
be reconciled with the view that union wage decisions do not take 
into account the “employment effect.” Instead, these wage decisions 
were based on a probable or an assured effect on employment. But, 
perhaps these illustrations could be dismissed as inconsequential, as 
“the exceptional case which is so widely celebrated in the literature of 
labor economics.”** To meet this criticism squarely we must explore 
two additional problems. First, the way in which the “employment 
effect” exerted its pressure must be examined; and, second, the types 
of situation where union decisions respond to employment prospects 
must be identified. Then we can consider whether such situations are 
the “exceptional case.” 

An understanding of union wage decisions must, if it is to have any 
predictive value, be based on an understanding of the union itself. 
Fortunately, Ross has provided an acceptable “model” of the trade 
union as a “political agency,” though we differ with him as to the range 
of possibilities which this “model” admits.” He stresses, correctly for 
many situations, the institutional and personal needs which union ac- 
tivity must satisfy, emphasizing the “distinction between the union 
and its members.” For other cases, though, he may be inaccurate in 
relegating the provision of benefits for the rank and file to the role of 
“formal rationale,” just “an incident to its [the union’s] activities.’’** 
Let us see what these variations in emphasis, all within the “political” 


* Ross, op. cit., p. 80. 

™ One of the authors has previously suggested, in fact, that research in this area be 
addressed to “forces or pressures that are pushing people in the situation, such as (1) pres- 
sures for prestige or power, (2) outside pressures of other employers or unions, trade 
associations, advisors, and financial interests,” and so on. Charles A. Myers, “Approaches 
and Problems in Wage Research,” Am. Econ. Rev., Vol. XXXVII (May, 1947), p. 369. 


* Ross, op. cit., p. 22. 
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model of the trade union, mean with respect to the process and pres- 
sures involved in the making of union wage decisions. 

There are at least four possible lines of pressure which might lie be- 
hind a union’s wage decision in a context of concern over present or 
prospective job opportunities. First of all, as a result of pressure to 
build their own reputations as “militant fighters” and to uphold the 
prestige of their own union vis-d-vis rival institutions, union officials 
could refuse to make any wage concessions. They could probably make 
an appealing case for their position before the rank and file, maintaining 
their own status at the top of the union’s hierarchy.** Ross takes the 
position that this is, in fact, the typical case. An excellent illustration 
supporting his point of view was presented by Gladys L. Palmer in her 
study of the tactics of three Philadelphia textile unions, as they faced 
serious economic changes. In her description of the Tapestry Carpet 
Workers’ struggles, she states: 


Although over a period of years, numerous occasions were offered when 
they might, by concessions in rates, have saved the union or salvaged 
some employment for their members while unemployment was steadily 
increasing in the trade, they steadfastly refused to do so. They “went 
down fighting.’’*® 


Ross does concede, however, a second alternative: that the economic 
environment may “generate political pressures which have to be 
reckoned with by the union leader.” But what are these pressures? 
Apparently, the principal motivating force is the employer, making 
full use of the union’s survival needs to attain his concessions: 


Thus it is the employer rather than the unemployed or potentially un- 
employed worker who forces the decision in the normal case. From the 
standpoint of the union, the purpose of agreeing to the cut is to maintain 
the bargaining relationship on as satisfactory a basis as possible. What 
appears as a danger is not that employment will fall off but that the 
employer will become hostile. It is the loss of friendly relationships, 
bargaining units, and collective agreements, rather than the loss of jobs, 
which is most to be avoided.”® 


* On this point, Slichter has noted: “Despite the influence of the ambitions and rivalries 
of leaders upon union policies, the usual situation does not appear to have been that the 
leaders have been too aggressive for the rank and file. On the contrary, when leaders have 
been displaced or segments of unions have broken away from the parent organization, 
the revolt has almost invariably been against officers who were too conservative and slow- 
moving.” Sumner H. Slichter, “Wage Policies,’ Proceedings of the Academy of Political 
Science, Vol. XXII, No. 1 (May, 1946), p. 7. 

* Gladys L. Palmer, Union Tectics and Economic Change (Philadelphia, University of 
Pennsylvania Press, 1932), p. 48. 

** Ross, op. cit., p. 15. 
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This is undoubtedly an accurate description of what happens in some 
cases; but it is hazardous, for the Boot and Shoe Workers’ Union was 
overthrown in southeastern Massachusetts for just such behavior.” 

These two lines of pressure, one oriented to the needs of the union’s 
leaders and of the union as an institution and the other emanating from 
the employer, both seem to envisage the rank and file in a more or less 
passive role. Is it conceivable, though, that loss of jobs and lowered 
income through underemployment could become a matter of grave 
concern to workers? Two additional lines of pressure on union deci- 
sions could result from such concern. First, the union’s bargaining 
power may be impaired by rank and file unwillingness to go out on 
strike. As we have pointed out in connection with our second field study, 
workers have held negotiators back because of (1) inability or un- 
willingness to forego income when other members of the family are 
already unemployed, and (2) fear that the employer might defeat a 
strike and replace part of his present work force. 

Second, many occasions have been noted where rank and file pres- 
sure has oriented union wage activity primarily toward a consideration 
for employment, toward incomes rather than wage rites. A particularly 
striking example, taken from the shoe study, occurred just after the 
present independent union had won recognition from the manufactur- 
ers. The union was in the throes of wage negotiations with the manu- 
facturers’ association. One of the district’s largest companies, however, 
was not in on these negotiations, having refused to recognize the new 
union. This company had even granted a 10 per cent increase in pay 
as an inducement to get men back to work under jurisdiction of the 
union to which they had formerly belonged. Upon recognizing the new 
union, the company wished to withdraw its offer of a 10 per cent in- 
crease. The union’s officials, understandably under such circumstances, 
refused to consider the request. The company then threatened to do 
what it had done on past occasions—buy large quantities of shoes from 
other companies for sale in its own stores. After two union meetings 
in which representatives of the factory’s crew pleaded for consideration 
of their jobs, restoration of the former wage scale was reluctantly 
agreed to, on condition that the company would “keep the business 
of the cheaper grade of shoes that they had planned to purchase out- 
side the city.” In this case, then, a wage concession designed to stimu- 
late employment resulted from stréng rank and file pressure, despite 
strong “political” forces in opposition. 

We have previously cited several other instances where concern over 

*For a discussion of Boot and Shoe Workers’ Union activity, see Thomas L. Norton, 


Trade-Union Policies in the Massachusetts Shoe Industry, 1919-1929 (New York, Columbia 
Univ. Press, 1932), Chaps. V and VI. 
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the volume of work has forced union leaders to modify demands or look 
for ways to grant concessions.** More often than not, as indicated 
earlier, these concessions have been made outside the context of gen- 
eral wage bargaining, in ways which were more attractive politically. 
The operation of the grade system in the men’s shoe industry, of course, 
is a case in point. 

The meaning of this section to our central question may be sum- 
marized in three statements: (1) the model of a trade union as a 
“political agency” is congenial to the explanation of union wage deci- 
sions; (2) the concept of a “political agency” admits a wide range 
of pressures applied to union leaders, including the four possibilities 
outlined above; (3) rank and file pressure for wage decisions oriented 
toward the effect on employment is an important alternative among 
the possible lines of pressure arising in a context where work is rela- 
tively scarce. 

IV 


The case against a relationship between wage decisions and the 
volume of employment in a given company does not rest, however, with 
the assertion that “union officials are normally in no position to assume 
responsibility for it [employment].”’ We have quoted Reynolds earlier 
as arguing that “there is no reason why a wage increase (or any other 
cost increase) confined to the firm in question should have any effect 
on output, unless a level of costs is reached which forces the firm to 
suspend operations entirely.’”*’ Similarly, in discussing the “fiction of 
the ‘wage-employment’ bargain,” Ross identifies four links by which 
the wage rate is connected with the demand for labor: wage rate to 
labor costs; labor cost to total cost; total cost to price; and price to 
volume of sales and production. He finds that there is “a great deal 
of free play at each link in the chain’ and that “as a result, the initial 
and final links are so loosely connected that for practical purposes they 
must be regarded as largely independent.”** 

*% The interest of local groups in their own employment opportunities, in fact, raises 
serious policing problems for International Unions. Barkin’s discussion, in relation to the 
men’s clothing industry, is revealing on this point: “Following the standardization of these 
costs, the union has faced the problem of enforcement. So long as the observance of these 
rates rested with local groups, they each tended secretly to undercut existing labor costs 
to induce a larger proportion of the work to be directed toward their area.” Solomon 
Barkin, “Industrial Union Wage Policies,” Plan Age, Vol. VI, No. 1 (Jan., 1940), p. S. 

See also Dwight Edwards Robinson, Collective Bargaining and Market Control in the 
New York Coat and Suit Industry (New York, Columbia Univ. Press, 1949), for discus- 
sion on the problem of “collusion between workers and manufacturers to evade contract 
terms” (p. 24). 

* Reynolds, loc. cit., pp. 297-98. 

” Ross, op. cit., p. 80. 

Thid., p. 90. 
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But after arguing the looseness at each link, though not always in 
a convincing way,’ Ross takes up certain instances in the textile and 
garment industries where “wage-cost-price-employment relationships 
were relatively clear and predictable.”’** He explains these “exceptional” 
cases by noting the following conditions: (1) the piece-rate method of 
compensation, under which “wage rates were closely linked with unit 
labor costs”; (2) “labor cost was a fairly substantial proportion [23.1% 
and 19.7%, respectively] of total cost; moreover, at the same time that 
wages were cut, the employers agreed to take other measures to reduce 
overhead and material costs”; (3) the “competitiveness of the industry” 
meant that “selling prices were closely related to total costs”; and 
finally (4) prices and volume were associated because of the existence 
of non-union competition. 

We agree that these are conditions under which an “employment 
effect” might be expected. At least three other conditions, which might 
sometimes be important should be added, however. First, the distinction 
made by Gordon is useful, between “the ‘job shop’ type of business, 
which quotes on individual orders to particular specifications and pro- 
duces only after the sale is made, and the type of business which is 
geared to continuous production of one or more products, for which 
production plans are made and prices are quoted in advance of sales.””** 


Reynolds seems to have thought only in terms of the latter type of 
business.** Second, important pressures may develop where the work 


* For example, Ross cites a summary statement from the TNEC Monog. No. 5, Indus- 
trial Wage Rates, Labor Costs and Price Policies (Washington, 1940) an “important study,” 
to substantiate his claim that “there is no assurance that a given change in wages will be 
associated with a corresponding change in labor cost, or with any predictable change what- 
ever” (Ross, op. cit., p. 80). He overlooks the fact, however, that in two of the four’ indus- 
tries described in the study, the relationship between wage rate and labor cost changes 
was extremely close. Thus, the study of the shoe industry states that “wage-rate changes 
in company X and company Y have been followed with few exceptions by proportionate 
changes in unit costs’ (TNEC, op. cit., p. 13); and in textiles. “In both mills general 
changes in wage rates resulted in almost exactly proportionate changes in labor costs 
per yard” (/bid., p. 49). 

Ross also presents an extensive set of statistics covering 19 industries (op. cit., pp. 82- 
85) in an attempt to show that Average Hourly Earnings and Unit Labor Costs have 
“frequently moved in opposite directions,” but he does not mention that, in 72% of the 
cases he presents, they moved in the same direction—in fact, in 12 out of 19 industry 
groups, they moved together at least 75% of the time. The average year-to-year divergence 
of earnings and costs is quite modest in most cases, and might be negligible if changes 
in output per man-hour, common to all competing firms, were taken into account. Con- 
sidering the fact that each industry group includes within itself a host of different products, 
these figures seem far from convincing as proof of Ross’ contention that wage rates do not 
have an intimate relationship with the labor costs of a particular firm competing to sell 
in a particular product-market. 

* Ibid., p. 91. 

*R. A. Gordon, “Short Period Price Determination in Theory and Practice,” Am. 
Econ. Rev., Vol. XX XVIII (June, 1948), p. 282. 

*® Reynolds, op. cit., p. 297. 
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force is underemployed; thus, cases where the number of jobs is in- 
volved should be distinguished from cases where the quantity of work 
available to those already employed is the issue in question. The chances 
for a concession of. some sort might be greater, of course, in the latter 
case, since those making the “sacrifice” would be the direct bene- 
ficiaries. Finally, whenever a real threat develops of the discontinuance 
of a group of jobs or all jobs in a plant, the people involved may con- 
sider the possibility of altering labor costs in an attempt to retain their 
positions. 

Given these various conditions, which, sometimes singly but prob- 
ably more often in combination, may give rise to a wage change oriented 
toward an “employment effect,” the question really becomes, “Are 
these conditions so ‘exceptional’ that they may be ignored in the 
search for the forces important in wage determination?” We think 
not. 

First of all, incentive methods of wage payment are not uncommon 
in American industry, despite the widely publicized opposition of some 
unions to them. A postwar survey made by the Bureau of Labor 
Statistics, for example, estimates that 30 per cent of the plant work- 
ers in the manufacturing industries sampled were paid on an incentive 
basis.*° The “substantial proportion” of labor cost to total cost in 
textiles and clothing does not seem particularly high; in fact Ross cites a 
Federal Trade Commission analysis which reports over half the in- 
dustries studied to be in this “substantial” category, or higher.*’ It is 
impossible to classify all American business into “continuous produc- 
tion” or “job shop” categories; but “job shop” conditions do exist in 
such diverse industries as men’s and women’s clothing, independent 
foundry operation, and the manufacture of specialized machinery, to 
name a few. Under these conditions, especially, pressure from an 
underemployed work force may be strong. 

In discussing the question of the “competitiveness of the industry,” 
we are really interested here in the extent to which firms can pursue a 
relatively independent price policy. A great deal of emphasis has 
been placed on concentration of industry in the American economy, but 
perhaps the effects of this concentration on market control have been 
over-emphasized. One student of the problem who takes this view states, 
“But a widening of markets has taken place on a large scale since the 
rise of big business—the two processes were, in fact, closely joined,” 
and “Regarding the situation as a whole, there is no reason to speak 


* U.S. Bureau of Labor Statistics, Supplementary Wage Practices in American Indus- 
trv, 1945-46, Bulletin No. 939 (Washington, 1948), p. 5. 

* Ross, op. cit., p. 80. Emphasis should not be placed solely on the per cent of labor 
costs to total costs, since, if other elements of the cost structure are fairly well fixed 
as between firms, even a small labor cost differential may become of crucial importance. 
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of ‘the decline of competition.’ ”** An idea of the importance of the 
number of markets involved may be gained by noting that employ- 
ment in five industries where there is clearly no single-firm control of 
the market—textiles, apparel, leather goods, furniture, and lumber— 
amounted to over one-fourth of the total employment in manufacturing 
in 1947.*° Thus, the number of markets in which firms must struggle 
for customers is too great to be dismissed as inconsequential. 

Unions have made tremendous increases in their membership, of 
course, during the last fifteen years and further gains may well be in 
prospect. Nevertheless, BLS classification of the per cent of workers 
under agreement in various industry groups shows that important 
sources of non-union competition still exist even in manufacturing; *° 
in fact, the industries included in the “80-100% organized” group ac- 
counted for less than half the workers.*? Even when the organization 
of an industry is fairly complete, local attempts may be made to stimu- 
late employment, posing for the national union the type of policing 
problem mentioned earlier. It is under these circumstances, further- 
more, that cooperative efforts may be made with employers toward the 
reduction of all the elements of total cost, with labor’s adjustment 
worked out through some other means than an out-and-out wage reduc- 
tion. This was the real significance, as we have seen, of the “grade 
system” in the Massachusetts men’s shoe industry. 

At the national level in well-organized industries, furthermore, con- 
cern over industry employment may have important effects on union 
policies. The International Fur and Leather Workers’ Union, for ex- 
ample, recently agreed to return to the prewar “two-price” system, as 
a means of stimulating employment in the slack season. This agreement, 
the result of “rotten” business in 1949, specified an 11 per cent reduc- 
tion in wages from January through June.** And the unions in both 
the men’s clothing and ladies’ garment industries are well known for 


*M. A. Adelman, “Effective Competition and the Anti-Trust Laws,” Harvard Law 
Review, Vol. XXI (Sept., 1948), pp. 1295 and 1296. 

*U. S. Bureau of Labor Statistics, Handbook of Labor Statistics, 1947 ed., Bull. No. 
916 (Washington, 1948), pp. 15-16. 

“ For example, 40 per cent or more of the workers in the following manufacturing indus- 
tries were not covered by union agreements in 1946: baking, chemicals excluding rayon 
yarn, flour and other grain products, furniture, hosiery, jewelry and silverware, knit 
goods, leather luggage, handbags, novelties, lumber, paper products, pottery including 
chinaware, shoes, cut stock and findings, stone and clay products, beverages (non-alcoholic), 
confectionery products, cotton textiles, dairy products, and silk and rayon yarn. U. S. 
Bureau of Labor Statistics, Extent of Collective Bargaining and Union Recognition in 
1946, Bull. No. 909 (Washington, 1947), p. 2. These industries employed about 30 per cent 
of the workers in manufacturing during 1946. 

Ibid. 

“© New York Times, Dec. 31, 1949, p. 6. 
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their willingness to cooperate with management in reducing costs, in- 
cluding labor costs, by more efficient production methods. This is their 
method of protecting the jobs and wages of union members. 

Finally, the experience of war and postwar years should not form 
the basis for general statements on the question of union responses to 
employment problems. When job opportunities equal or exceed the 
number of available workers, why should anyone worry about the 
amount of labor employed as a result of a particular wage level? Union 
leaders, “judging their market,” could make the wage rate their sole 
concern. In the spring of 1949, however, Labor’s Monthly Survey 
advised AFL unions, “Perhaps your employer’s prospects are excellent; 
but if his profit margin is being squeezed by price declines, your future 
will be more secure if you help him improve his competitive position.”** 
In a similar vein, Taylor writes, “We now have industries where this 
second criterion of whether a union will take a wage increase if it means 
a significant loss of jobs or of work opportunity is of tremendous im- 
portance.’’** 

V 


In summary, the essential point of this paper is that some unions, 
faced with a particular set of labor market and product market con- 
ditions, do take into account the probable effect of wage demands on 
the level of employment for their membership. These situations are by 
no means “the exceptional case,” as Ross has maintained, except in 
periods of full employment and rising prices. On the contrary, the con- 
ditions which make it necessary for unions to consider “the employ- 
ment effect” are found in a number of industries, particularly those in 
which (a) there is strong competition in the product market, and (b) 
the industry is not completely organized. 

These conditions become especially important when firms in an in- 
dustry face a buyer’s market and must compete vigorously for sales. 
As employment slackens in the particular firm, or in the industry gen- 
erally, rank-and-file sentiment generates political pressures which union 
decision-makers must take into account. In the situations we have ex- 
amined, it was this rank-and-file sentiment, rather than the desire of 
union leaders to maintain good relations with employers, which seemed 
to have the greater effect on wage demands. 

The employment effect, of course, must be taken into account in a 
political setting, for clearly a union is a political institution. But the 
economic environment within which a particular union functions, no 


* AF of L, Labor's Monthly Survey, Vol. 10, Nos. 5 and 6 (May-June, 1949), p. 3. 
“ George W. Taylor, “Criteria for Wage Determination,” The Conference Board Manage- 
ment Record, Vol. XI, No. 6 (June, 1949), p. 241. 
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less than the political environment generated by rival unions and rival 
factions within the union, influences policy decisions. It is a mistake to 
assert that either the economic or the political pressures are all-impor- 
tant. The realistic fact is that the range of pressures which confronts 
the average union leader is so broad that no simple single-factor analysis 
is adequate. 

American unionism is not a unitary phenomenon. As H. A. Millis 
was fond of saying, “There are unions and unions.” Generalizations 
which are meant to apply to all unions, therefore, are difficult to sup- 
port. This is the essential weakness in the position that the employment 
effect is of no importance in union wage decisions, or that it is found 
only in the exceptional case. The range of environmental situations in 
which unions operate at any one time or over a period of time is great 
enough to permit or impose a variety of pressures and policies, includ- 
ing a consideration of the effect of wage levels on employment in the 
particular firm or industry. The increasing importance of union wage 
decisions in the economy. makes it imperative to consider more care- 
fully the dominant pressures on policy-makers in a number of indus- 
tries, over a significant period of time. 
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INDIVIDUAL SAVINGS IN 1947 AND 1948 
By James N. Morcan* 


The amount people save out of their incomes is an important quantity in 
our economy. It is vital that we have good estimates of saving, or consumption, 
and of their change through time. For the past three years there have been 
available three separate and at least partially independent estimates of personal 
saving. The following table should be sufficient to convince anyone that it is 


EsTIMATES OF PERSONAL SAVING 


Billions of Dollars 


1948 


U.S. Department of Commerce, Personal Saving 12 
S.E.C. Total Liquid Saving by Individuals 44 
S.E.C. Total Gross Saving by Individuals 343 35 
Survey of Consumer Finances 14 12 


Sources: Survey of Current Business, July, 1949, or September, 1949, p. 12; S.E.C. Statistica 
Release, June 27, 1949; Federal Reserve Bulletin, January, 1950, August, 1948; survey con- 
ducted by Survey Research Center. 


important to know how these estimates are made, how they differ in definition 
and coverage, and something about their possible range of error. 

The chief purpose of this note is not to give detailed explanations of these 
data, nor detailed reconciliations of them, but to illustrate their use in 
attempting to answer the question: “What was the change in saving of the 
household sector of the economy between 1947 and 1948?” Since conclusions 
as to why business conditions have changed are often made on the basis of 
changes in the estimated saving of individuals—though on the basis of ex post 
statistics alone we cannot really prove what caused these changes—it seems 
doubly important to find out how individual savings have changed. In particu- 
lar, was there a connection between the “increase” in personal saving in 1948 
as shown by the Commerce Department, and the slowing down of business 
activity toward the end of 1948 and early in 1949? 


Definitions and Sources 


It is necessary for this purpose to say something about the sources of these 
estimates, the definitions they use and the area they cover. We have space 
here only to indicate a few facts relevant to the question at hand. How is 


_ * The author is on leave from Brown University to study consumer behavior at Survey 
Research Center under a grant from the Carnegie Corporation. He is indebted to the follow- 
ing for helpful suggestions and criticisms: Dr. George Katona, Dr. Lawrence Klein, and 
Mr. Kent Winter of Survey Research Center, Professor Gardner Ackley of the University 
of Michigan, and Dr. George Jaszi, Chief of the National Income Division, Department of 
Commerce. 
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the Commerce figure for “personal saving” arrived at? Briefly, estimates are 
made of “personal cisposable income” and of consumer expenditures. Per- 
sonal saving is the difference between these two figures.* 

This income figure includes the income of all unincorporated businesses, in- 
cluding farms, and of non-profit institutions. In addition to involving some 
difficult estimations, particularly of business proprietors’ income, this means 
that “disposable personal income” is easily misinterpreted. The estimate is 
really one of all non-corporate plus non-profit-institution income after taxes. 
The derivation of the disposable personal income data will not be discussed 
here, since only the inclusion of the farms, unincorporated businesses, and non- 
profit institutions is important for this problem. 

Any attempt to separate farmers and business proprietors as people from 
their business accounts as businesses is fraught with difficulty, but without 
some separation the meaning of the composite remains ambiguous. The sav- 
ings figure is not saving by individuals gua individuals, and the use of “‘per- 
sonal disposable income” as a divisor to indicate changes in, say, food 
expenditures—as a percent of personal disposable income—remains a de- 
batable procedure. There is reason to believe, and evidence in the detailed 
data in the Survey of Consumer Finances, that the saving behavior of farmers 
and businessmen is quite different from that of other people. It may be that 
the better solution is to keep farmers—including their farm accounts—and 
businessmen—including their business accounts—as separate groups. Cer- 
tainly the saving motivation, and the conditions they face, are quite different 


for the three groups: farmers, businessmen, and other people. Simon Kuznets 
and others have made some rough estimates of individual (non-entrepre- 
neurial) saving for earlier years, and found them remarkably stable over the 
cycle.? In the absence of a specific decision to collect data suitable for build- 
ing current annual aggregates with these components, however, estimates must 


*For details about the construction of Commerce estimates see the following: W. H. 
Shaw, “The Gross Flow of Finished Commodities and New Construction,” Survey of 
Current Business (Apr., 1942), pp. 13-20; Edward F. Denison, “Consumer Expenditures 
for Selected Groups of Services, 1929-1941,” Survey of Current Business (Oct., 1942), 
pp. 23-30; W. H. Shaw, “Consumption Expenditures, 1929-1943,” Survey of Current Busi- 
ness (June, 1944), pp. 6-13; Marvin Hoffenberg, “Estimates of National Output, Dis- 
tributed Income, Consumer Spending, Saving, and Capital Formation,” Rev. Econ. Stat., 
Vol. XXV (May, 1943), pp. 113-23. Consumption expenditures are estimated separately 
for 63 groups of commodities, roughly as follows: Adjust manufacturers’ output for 
changes in inventories to get sales F.O.B. factory. Add estimated transport costs to get sales 
at delivered prices. Distribute these sales among wholesalers, retailers, and direct consumers. 
Census data extrapolated from 1939 by retail trade data are used for the most part in this 
and succeeding adjustments. For wholesalers, imports are added and an adjustment made for 
changes in wholesalers’ inventories to get cost of goods sold by them. Inventories are 
estimated on the basis of Census data on the ratio of inventory to cost of goods sold. A 
wholesale mark-up is added to get sales by wholesalers. Exports are subtracted. For re- 
tailers, the same process is used, adjusting for changes in inventories, and adding retail mark- 
up to get sales at prices paid by consumers. For consumption expenditures on services, 
Commerce makes estimates of sales of services, and allocates their consumption between 
individuals and businesses. 

? Simon Kuznets, National Income and Its Composition, 1919-1938 (New York, Na- 
tional Bureau of Economic Research, 1941), Vol. I, pp. 280-81. See also his analysis of other 
estimates of personal saving, pp. 292-305. 
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be quite rough. We do, however, have earlier estimates on which to build. 

The second estimate of personal saving is that given since 1933 by the 
Securities Exchange Commission. This is a more “direct” estimate arrived 
at by estimating the change in the aggregate net equity of the household 
sector of the economy, with a few inevitable business inclusions. The liquid 
saving estimate is net; the total gross saving figure includes new house 
purchases and durable goods purchases without any deduction for deprecia- 
tion. Unlike the Commerce figure, this S.E.C. figure can be broken down 
easily into components on the basis of the financial or real form in which the 
increased net worth of the individual sector appears. For the liquid savings 
figure, the components are the increase in currency and bank deposits, 
deposits in savings and !oan associations, private and government insurance 
and pension reserves, state and local government securities, federal govern- 
ment securities, and corporate and other securities, and the decrease in mort- 
gage debt and in other debt. The more liquid of these forms inevitably include 
the savings of unincorporated businesses. 

The S.E.C. liquid saving estimate can be partially reconciled with the Com- 
merce personal saving figure by adjusting it for changes in definition and 
coverage. We shall not go into the details of this reconciliation here, except 
as necessary for the problem at hand.* The reconciliation involves largely 
adding to the S.E.C. liquid saving figure, farm and business components of 
saving, plus new house purchases. 

The third source of information on saving is in the Surveys of Consumer 
Finances made for the Federal Reserve Board by Survey Research Center, 
Institute for Social Research, University of Michigan, and published in the 
Federal Reserve Bulletin. The purpose of these surveys is, of course, not to 
estimate dollar income and savings, but to collect current information on the 
distribution of income, assets, savings, purchase expectations, consumer atti- 
tudes, etc., and changes in these and other details of consumer financial pic- 
ture. The distributions are not only more accurate, but more interesting than 
aggregates estimated from them. The data come from a scientifically designed 
small sample of about 3,500 spending units each year.* The savings estimates 
are derived from a long series of questions relating to the liquid asset position 
of the individual and the rest of his spending unit at beginning and end of 
the year, purchases and sales of non-liquid assets, change in debt, payments 
on life insurance, etc.° Savings include increases in liquid assets, profits 
put back in business or farm, debt repayments, total life insurance and annuity 


*For more detail see Table 6 of the National Income Supplement to the Survey of 
Current Business (July, 1947), and for later data, Table 6 of the same journal (July, 
1949). See also I. Friend, “Personal Saving in the Postwar Period,” Survey of Current 
Business (Sept., 1949), especially Table 1, p. 12. 

*See: Roe Goodman, “Sampling for the 1947 Survey of Consumer Finances,” Jour. 
Am. Stat. Assoc., Vol. 42 (Sept., 1947), pp. 439-48; Roe Goodman and Eleanor Maccoby, 
“Sampling Methods and Sampling Errors in Surveys of Consumer Finances,” Internat. 
Jour. of Opinion and Attitude Research, Vol. 2 (Fall, 1948), pp. 349-60. See also: “Ap- 
pendix: Methods of the Survey of Consumer Finances,” appendix to Part I of the 
1948 Survey of Consumer Finances, Federal Reserve Bulletin (June, 1948). 

*See the appendixes to Part IV of the 1948 Survey, Federal Reserve Bulletin (Auzg., 
1948), or to Part VIII of the 1949 Survey, Federal Reserve Bulletin (Jan., 1950). 
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payments, additions to houses, house purchases (net), repayments on mort- 
gage principal, purchases minus sales of securities, etc. 
Reliability 

There is a tendency to assume that an aggregate figure based on data 
covering most or all the population is bound to be more accurate than an 
estimate based on a small sample. The approximate standard error of sampling 
for the change in aggregate saving as estimated in the Survey of Consumer 
Finances is two billion dollars for 1947-1948." This means that the two billion 
dollar drop in saving shown in the Survey figures is not statistically significant. 
However, if we wish to test the hypothesis that savings rose by two billion 
or more, we can say this: There is less than one chance in forty thai the actual 
results of the two surveys would have been obtained if savings had actually 
risen by two billion or more. Of course, there may also be a systematic bias 
in reported income and saving, and this cannot be measured. It is easily 
possible that this systematic reporting error is more important in absolute 
amount than the measurable errors, but it is quite likely that it affects the 
year-to-year change in savings very little. Change in saving would be ef- 
fected only if there were considerably more or less bias one year than the 
next, or a change from underreporting to overreporting, which seems un- 
likely. The twelve billion estimate for 1948 may not be very accurate, but 
the conclusion that saving by individuals did not change very much in 1948 
seems well founded. 

It is interesting to note that even after adjustment for definitions and 
coverage, the unexplained statistical discrepancy between the S.E.C. and 
Commerce estimates is usually greater than a billion dollars, and often varies 
by this much or more from year to year. The reader should not conclude that 
these three sources of information are not useful. The important thing is that 
only by combining the information from all three sources can we draw well- 
founded conclusions about what has been happening. 


Change in Savings, 1947-1948 


Did the savings of individuals rise, fall, or stay the same between 1947 
and 1948? The best way to arrive at an answer to this question is to compare 
the three sources of information: 

First, how can the S.E.C. and Commerce estimates of the change in saving 
be compared? This has already been done for the most part by the reconcilia- 
tion in Table 6 of the National Income issue of the Survey of Current Business 
to which we referred above. Here we wish to concentrate on the differences 
which are most important in answering our question. The reconciliation con- 
sists of adding to S.E.C. liquid saving the farm and business savings com- 
ponents and new house purchases. Of the Commerce increase in savings, 3.9 
billion is increase in equity in unincorporated enterprises other than farms, 
and 4.2 billion is an increase in equity in farm enterprises, although this latter 


*The error formulas for a clustered and stratified area sample of this sort are quite 
complicated. 


- 
| 
: 
= 
“4 
; 


MORGAN: INDIVIDUAL SAVINGS IN 1947 AND 1948 385 


includes new farm residences too.” On the other hand, 1.8 billion of the 
Commerce savings increase is increase in net purchases of nonfarm residences, 
which should also be added to the S.E.C. liquid saving figure. Most of the 
change in farm savings was the result of decreased inventories during 1947 
and increased inventories during 1948, and most of the increased business 
saving resulted from a smaller increase in debt than in 1947. 

The significant conclusion from this is that almost ali the increase in the 
Commerce “personal saving” estimate from 1947 to 1948 was attributable to 
business and farm decisions, and much of the rest was “automatically offset” 
in the Keynesian sense because it was saving in the form of purchase of 
new homes. Mr. Friend, of the Department of Commerce, estimates that 
“personal saving other than change in equity in nonbusiness real property 
and unincorporated enterprises” actually fell by 2.7 billion.* Of course, some 
of the saving of businesses and farms may be “individual” saving too. The 
distinction between personal and business saving is practically impossible. 
Conceptually, we can think of business motives and influences, and personal 
or family motives, but it is doubtful that they can be separated. 

How can we compare the Commerce and Survey of Consumer Finances 
estimates of the change in saving? The Survey estimates probably omit some 
components of the business saving of farmers and unincorporated business 
owners. The respondent with a business is asked whether he reinvested profits 
in his business or invested new personal funds. He may well fail to include 
profits reinvested in inventory accumulation, debt repayment, or even some 
types of investment in machinery, etc. He might easily subtract depreciation 
from business profits, even though he might be also setting aside correspond- 
ing replacement funds which would show up in the S.E.C. data as savings by 
asset accumulation. The farmer is asked for cash receipts and expenditures, 
so that farm inventory increases would not show up as saving (and invest- 
ment), nor would certain other new investments, aside from those in ma- 
chinery, buildings, and additions to buildings. 

1947 1948 
Survey of Consumer Finances estimate 
Increase in farm inventories 
Increase in unincorporated business inventories 


If we also assumed that most of the change in debt of unincorporated busi- 
nesses were not included in the Survey figures, we have ees 


8.9 13.5 
Commerce, Personal Saving 5 12 


"See Survey of Current Business (July, 1949), pp. 11-12, or I. Friend, “Personal Saving 
in the Postwar Period,” op. cit., Table 1, p. 12. 

* Op. cit., p. 12, Table 1. Much of the increase in business or farm savings was also offset 
by voluntary or involuntary investment in equipment, inventory, etc. Farmers and business- 
men may also have drawn down their liquid assets, but there is no evidence from published 
aggregates or from the survey data to show that they did this in sufficient volume to 
reduce their net savings substantially. 
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There are, of course, some other definitional differences for which adjustment 
would be even more a matter of guesswork than the above. Survey includes 
in savings total life insurance payments, as well as additions and permanent 
improvements to houses.® For the some 17% of the spending units who cannot 
tell how much of their mortgage payments are repayment of principal, the 
total payment is included as saving. Whether the differences cancel out or 
not is impossible to say. Most of the definitional differences affect the level 
of the estimates more than their year-to-year changes. The evidence seems 
to indicate again that if there was an increase in saving by the non-corporate 
sector of the economy, most of it, if not all, occurred in businesses and farms. 

Briefly, how can we compare the S.E.C. and Survey of Consumer Finances 
estimates of change in saving? The S.E.C. liquid savings estimate includes 
some saving by unincorporated businesses in liquid form, and includes increase 
in insurance reserves, rather than total insurance payments. Only the first 
of these might affect the year-to-year changes. If we take only the component 
of the S.E.C. Commerce reconciliation which we should expect to be (at least 
chiefly) attributable to the individual sector of the economy, we should have 
the following: 


1947 1948 
S.E.C. Liquid Saving ’ $11.8 $ 8.6 
S.E.C. Decrease in Mortgage Debt —4.1 — 41 
S.E.C. Net Purchase of Non-farm Residences 5.8 77 


$13.5 $12.2 
Survey of Consumer Finances 14 12 


This again includes some non-individual items, and excludes some individ- 
ual saving-change items, such as increased net purchases of farm residences, 
but it indicates again that individual saving probably stayed about the same 
for the two years. 

If an estimate were desired of the changes in saving by individuals not 
offset by their purchases, e.g., of homes, we should exclude also new house 
purchases. In order to show that there had been a real increase in the 
withholding of funds from the market by individuals, it would be necessary 
to show that the “decrease in debt” component of S.E.C.’s liquid saving con- 
sisted of two parts: a much larger decrease in debt by individuals in 1948 
than in 1947, and (consequently) a very much larger increase in debt in 
1948 than in 1947 by farm enterprises and unincorporated businesses. In view 
of what we know about installment debt alone this seems unlikely. Or 
else, one would have to show that a large proportion of the increased saving 
or decreased dissaving by farms and unincorporated businesses (and non- 
profit institutions) was really a change in saving by individuals—and in- 
clude even here only the saving not offset by investment in inventories or 
equipment. This also seems unlikely. 

It must be remembered that since all we have from any of these data 


* The latter presumably include more than Commerce's construction estimates. 


* Source: S.E.C. Statistical Release, June 27, 1949. Includes saving in the form of 
terminal leave bonds. Excludes purchases of residences by proprietorships and partnerships. 
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are ex post facts, their relation to an adequate etiology of changes in busi- 
ness conditions is not simple or obvious. People might cause changes in in- 
come and employment (or prices) by trying to change their level of saving 
even though they failed to do so. Information from the Survey on consumer 
attitudes and purchase expectations early in 1948 indicates no significant in- 
tention to withhold purchasing power, however. 

It is interesting to note that, according to rough Survey estimates, the 
non-entrepreneurial four-fifths of the spending units had net savings of only 
four billion dollars in 1948. Since the total of the rather widespread con- 
tractual saving—life insurance, mortgage payments, etc.—was about ten 
billion for the same year, there must have been little—or less than none—net 
new voluntary saving by this group in 1948." This does not mean that people 
could not dissave much more, given the current high level of asset holdings, 
though they could not do it forever. And they could certainly save more, or 
try to. The same pattern shows up if we analyze the savers and dissavers 
separately: A large proportion of the savings by savers, and a large proportion 
of the dissaving by dissavers, is done by the entrepreneurs. Furthermore, 
since all these estimates treat durable goods purchases as consumption, as 
though durable goods lasted less than a year, many people who appear as dis- 
. savers may not think of themselves as such, and indeed may not be such in the 
economists’s sense of that term. 

What can we conclude from these comparisons? All these estimates of 
savings are rough estimates, and even apart from differences in definitions 
are subject to rather large errors. But so far as we can tell, there is no 
very good evidence that saving by individuals increased in 1948 over 1947. 
Statements such as the following do not seem to be justified: 


The over-all figures indicate a rise in personal saving for reasons other than 
the desire or necessity for individuals to increase their investment. Probably the 
most important of these reasons was a return of the consumption pattern to a 
more normal status as the more pressing deferred demands built up during the 
war were Satisfied in the postwar period and as psychological factors which made 
consumers temporarily willing to pay unusually high prices after price de- 
control in the latter part of 1946 diminished in importance. Other reasons for 
the rise in the rate of saving might be expected to include the effect of an in- 
creased volume of debt on individuals’ ability and willingness to contract further 
debt and on the necessity for repayment; the decline in capital gains after the 
beginning of 1948, in conjunction with the fact that individuals with capital gains 
presumably tend to spend a higher proportion of their current income, which 
does not reflect such gaiits; . . . increased consumer resistance to higher prices 
together with the psychological reaction to price declines starting in the latter 
part of 1948; and an improvement in conditions of supply which made available 
cheaper lines of goods previously unavailable tending to decrease consumption 
relative to income.}? 


% “1049 Survey of Consumer Finances, Part VIII, Distribution of Consumer Saving,” 
Federal Reserve Bulletin, January, 1950, pp. 24, 26. 

% |. Friend, “Personal Saving in the Postwar Period,” op. cit., p. 14. The authon continues 
to suggest other factors affecting individuals’ willingness to buy, but not their bu:fness deci- 
sions as farmers or businessmen although he does point out the composite nature of Com- 
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With respect to deferred demand, it is interesting to note that durable goods 
purchases were actually higher in 1948 than in 1947. 

We should conclude from our investigation not only that the saving of 
individuals probably did not change much from 1947 to 1948, but also that 
analysis of economic change, or of consumer motivation, cannot be made 
very easily from the data as they stand—with the exception of the Survey 
information on consumer attitudes and expectations, and the Commerce esti- 
mates of business investment expectations. It would seem desirable that we 
have current aggregate estimates of non-corporate savings and income broken 
down into four components: (a) farms and farmers, (b) unincorporated busi- 
nesses and their owners, (c) non-profit institutions, and (d) other individuals. 
Then analyses of saving behavior might be made on the basis of hypotheses 
about the motivation of, and knowledge of the financial conditions facing, each 
group. It does not seem necessary to have aggregate data and surveys use the 
same definitions. Different definitions of saving may be useful for different pur- 
poses. Our plea is either for aggregate data that refer to more nearly homogene- 
ous groups, or at least for care in the interpretation of aggregates which are not 
so based. 


merce personal saving. While the Council of Economic Advisers, in the Economic Reports of 
the President tend to use Commerce, Census, and Survey data in conjunction in analyzing 
current trends, they include qualifications as to the farm, business, and non-profit institution 
inclusions, e.g., January, 1949, p. 16; July, 1949, p. 30, 70-71; and January, 1950, p. 45. 
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DOUGLAS COMMITTEE REPORT 
By E. A. GOLDENWEISER 


Publication in January, 1950 of a report by the Subcommittee on Mone- 
tary, Credit, and Fiscal Policies of the Joint Committee on the Economic 
Report was an event of major importance in the development of monetary 
policy. The work of the so-called Douglas Committee is an outstanding 
achievement. It made a rapid and yet thorough survey of the facts and 
opinions on the subject and an extremely intelligent appraisal of them, and 
offered clear-cut, unambiguous recommendations. This report may be con- 
sidered as a public judgment rendered on the controversy between the fiscal 
and the monetary authorities. Whether the full Committee accepts the re- 
port or not and whether Congress takes any action to carry out the Sub- 
committee’s recommendations, the fact that such a report has been made may 
exert a useful influence on the attitudes of the Treasury and the Federal 
Reserve authorities on matters in which their major responsibilities appear 
to conflict. 

An element that adds strength to the report is that its membership included 
representatives both of the Senate and of the House of Representatives, Re- 
publicans as well as Democrats. The Senate members were Paul H. Douglas 
(D., Ill.) chairman, distinguished economist and former president of the Amer- 
ican Economic Association, and Ralph E. Flanders (R., Vt.); the House 
members were Wright Patman (D., Texas), Jesse P. Wolcott (R., Mich.), 
and Frank Buchanan (D., Pa.). 

The first sentence of the report shows the Subcommittee’s general view of 
the channels through which the government can best exert its influence for 
economic stability. The sentence reads: “‘We recommend not only that ap- 
propriate, vigorous, and coordinated monetary, credit, and fiscal policies be 
employed to promote the purposes of the Employment Act, but also that such 
policies constitute the Government’s primary and principal method of pro- 
moting those purposes.” This sentence indicates that the Committee believes 
that the government’s part in moderating the business cycle should be princi- 
pally through its influence on national income and the volume of money rather 
than through the use of direct controls over prices, wages, materials, and 
other phases of economic life. The Committee favors the more impersonal 
and democratic approach through the money flow over more dictatorial ap- 
proaches through direct intervention in the economic behavior of individuals. 

More specifically, the Committee takes the stand on fiscal policy that it 
should contribute to economic stability and should not be dominated by 
faith in the curative effects of an annually balanced budget. However, it 
qualifies this by stating “that there are limits to the effectiveness of fiscal 
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policy because economic forecasting is highly imperfect at present and tax and 
expenditure policies under present procedures are very inflexible.” 

On monetary and debt-management policies the Committee recommends 
the adoption by Congress of a resolution instructing the Treasury and the 
Federal Reserve to be guided by the objectives of the Employment Act, 
namely, by considerations relating to employment, production, purchasing 
power, and price levels; and stating that “it is the will of Congress that the 
primary power and responsibility for regulating the supply, availability, and 
cost of credit in general shall be vested in the duly constituted authorities of 
the Federal Reserve System, and that Treasury actions relative to money, 
credit, and transactions in the Federal debt shall be made consistent with the 
policies of the Federal Reserve.” Thus, the Committee believes that the level 
of interest rates should be determined by monetary rather than by fiscal authori- 
ties. As a means of strengthening the authority of the Federal Reserve it recom- 
mends that every effort be made to build up the quality and prestige of 
Federal Reserve officials, including a reduction in the number of the mem- 
bers of the Board of Governors from seven to not more than five and an 
increase in their compensation. 

On other phases of banking the Committee recommends that all banks 
which accept demand deposits, regardless of membership in the Federal Re- 
serve System, be subject to the same reserve requirements, and that the 
System’s proposal relative to technical improvements in the methods of im- 
posing reserve requirements receive careful consideration. It also recommends 
the restoration of a franchise tax on the earnings of the Federal Reserve Banks 
to replace the voluntary contributions now being made. 

In regard to questions of chartering, supervision, and examination of com- 
mercial banks, the coverage and premiums of deposit insurance, and the func- 
tions of other federal credit agencies, the Committee wisely recommends further 
study. 

It is in favor of the establishment of a National Monetary and Credit 
Council to consist of the appropriate officials and to act in an advisory 
capacity in helping to coordinate the activities of government credit agencies. 
It is opposed to the creation of a Monetary Commission and favors instead 
continued study of monetary, banking, and fiscal problems by the proper 
committees of Congress. 

On the question of gold the Committee is against the reintroduction of a 
gold-coin standard, and on silver it advocates discontinuance of silver 
purchases. 

Answers to a questionnaire sent out by the Committee were received 
from the Secretary of the Treasury, the chairman of the Federal Reserve 
Board, from other officials, and from presidents of the Federal Banks; also 
from bankers, business groups, and economists. Witnesses before the Com- 
mittee represented the same organizations and economic groups. An out- 
standing characteristic of the investigation is the speed with which it was 
conducted and the promptness with which the material was made available 
to the public. 
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Much of the Committee’s work and the most important of its recommenda- 
tions relate to monetary and fiscal policies. It is this phase of its work that will 
be discussed briefly in this article. 


The Record and the Problem 


What the Report deals with is the period after the war, and principally 
after 1946. It is recognized that during the war the necessity of providing for 
the government’s needs inevitably took precedence over monetary considera- 
tions. It is probable, however, that even during the war a policy of more taxa- 
tion and less borrowing and of more sales of government securities outside 
the banking system would have resulted in Jess of an inflationary potential 
than actually developed, and could have been pursued without ill effects on 
the war effort. But it must be granted that the war record on the financial 
side is creditable in view of the unprecedented magnitude of the govern- 
ment’s requirements. This country’s record in this respect is not far different 


from that of other belligerents and far better than its own performance in 


World War I. 

We emerged from the war, however, with a public debt of a quarter of 
a trillion, larger than the total private debt in the country, and with a greatly 
expanded volume of bank credit and currency. The immediate problem was 
that of physical reconversion of the war plant to civilian uses. This task was 
accomplished with extraordinary speed and with much less economic dis- 
turbance than was expected by most observers. In the fiscal and monetary 
field the record is less satisfactory. While activity and employment continued 
at a high level through 1948 and a threatened turn in the tide in 1949 did 
not develop into a depression, inflation was permitted to proceed at a sub- 
stantial rate, so that wholesale prices at the end of 1949 were 45 per cent above 
their level at the end of the war and consumers’ prices had advanced by more 
than 30 per cent. 

It is not fair to say, as was said by some of the witnesses, that the record is 
one in which the narrower interests of fiscal policy, its concern with the cost 
of the debt and the market price of its obligations, have dominated monetary 
policy. A series of actions was taken to restrain inflation, such as the gradual 
abrogation of wartime measures to assure adequate bank reserves for the 
flotation of war loans, the use of Treasury balances accumulated after the 
Victory Loan drive in the reduction of the government’s bank debt, and the 
use of Treasury surpluses in 1947 and 1948 in the same manner. The con- 
tention of critics is that these actions on many occasions were “too little and 
too late,” and that the growth of bank loans in 1946, 1947, and 1948 could 
have been reduced by a firmer monetary policy. It is the view of critics that, 
if such a policy had been pursued, inflation might have been arrested sooner, 
and the rapid rise in prices, both at wholesale and at retail, might have been 
moderated. It is recognized that other factors than monetary policy were 
feeding the inflation, such as the premature abrogation of price controls in 1946, 
the untimely reduction of taxation in 1948, and the growing cost of defense 
and foreign aid. But it remains true that the policy of the Federal Reserve Sys- 
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tem of supporting government bonds at or above par and shorter-dated securi- 
ties at extremely low rates made it impossible for the System to put much 
restraint on credit expansion. The situation was one in which, if ever, mone- 
tary restraints could be effectively used: labor and plant were employed to 
capacity, the money supply was redundantly large, and there was a strong 
demand, domestic and foreign, for all kinds of goods—reflecting wartime 
shortages, accumulation of funds in the hands of consumers, and large cur- 
rent income. Additional credit, therefore, could not increase the national out- 
put and could only add to purchasing power and lead to an advance in 
prices. 

The Federal Reserve System in this period adopted some measures to 
restrain credit expansion. It repealed the preferential rate on government- 
secured discounts, abrogated the 3/8 per cent buying rate on Treasury 
bills, and increased reserve requirements. Short-term money rates and yields 
on short-dated government obligations did, in fact, advance substantially after 
the middle of 1947 and bond yields advanced sharply toward the end of 
1947 when support levels were lowered by the Federal Reserve. The System 
also imposed higher margin requirements for security loans and so long as 
the law permitted, maintained regulation of consumer credit. There is no 
question about the awareness by the System of the inflationary danger: this 
was revealed in many public statements, testimonies, and reports. The 
System also requested Congress for additional power over reserve require- 
ments, and when it had obtained a part of its recommendations, on a tempo- 
rary basis, made use of them until 1949 when business activity and prices 
began to decline. 

Criticism of the System is not that it did nothing to restrain credit in 1947 
and 1948, but that it did not do enough, that its actions were tardy and in- 
decisive. The System’s cautious policy was motivated in part by recurrent 
uncertainties in the business outlook and by continuous hazards in the inter- 
national situation. The System was fully aware of the incompatibility of the 
bond support policy with effective credit control, but was afraid that abandon- 
ment of support might result in an avalanche of selling of government bonds 
and in disturbances in the capital market that might do more damage to the 
economy than the additional inflationary forces caused by credit expansion. No 
commentators, it would seem, would advocate complete abandonment of 
Federal Reserve concern about orderly conditions in the government security 
market. The issue in proper perspective and in view of the record is not be- 
tween black and white, between all-out support of bonds, regardless of in- 
flationary consequences, and all-out fight on inflation, regardless of conse- 
quences in the government security market. It is a question of timing and 
degree. The Douglas Committee hearings brought out the fact that most 
representatives of the System believe that more could have been done to 
tighten conditions, particularly in the short-term field, and that delay and ex- 
cessive moderation were due to pressure from the Treasury which the System 
was not in a position adequately to resist. 
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The Testimony 


A series of comprehensive questionnaires adapted to the different groups 
was sent out by the Committee and replies were received from the Secretary 
of the Treasury, the chairman of the Federal Reserve Board, the presidents 
of the Federal Reserve Banks, the Comptroller of the Currency, the chairman 
of the Federal Deposit Insurance Corporation, the chairman of the Recon- 
struction Finance Corporation, the administrator of the Housing and Home 
Finance Agency, the governor of the Farm Credit Administration, the Di- 
rector of the Budget, and from bankers, economists, representatives of agri- 
cultural organizations, and others. The replies are published together with 
a statement prepared for the purpose by a group of prominent economists. 
In addition to these answers, many of the same persons appeared as witnesses 
and were subjected to a searching examination. The hearings have also been 
published. These two volumes and the Subcommittee’s report comprise its 
output and are a rich source of material on current and recent monetary, 
credit and fiscal policies.1 The examination brought out that all the witnesses 
believed that the Federal Reserve could make an important contribution to 
the maintenance of economic stability. Many witnesses thought, however, that, 
in order to do this, the System had to be free to pursue policies directed pri- 
marily toward this objective and not too much influenced by considerations 
related to the management of the public debt. 

There was substantial unanimity on the part of Federal Reserve witnesses 
to the effect that more could have been done by the System to restrain credit 
in 1947 and 1948, if it had felt free to let interest rates, particularly on short- 
term paper, go up earlier, faster, and higher. On this point witnesses testified 
that the System had favored action in this direction consistently since early 
in 1947 but was prevented from following such a course by objections from 
the Treasury. The System was in constant consultation with the Treasury and 
the Treasury’s influence was exerted for the maintenance of low rates in order 
to keep down the cost of the public debt and not interfere with the difficult 
process of refunding issues which were continuously maturing in large volume. 

On the question of long-term, 2'4 per cent bonds, most Federal Reserve 
witnesses believed that their support during the readjustment period had 
been in the public interest, that there were too many uncertainties in the 
situation to make it safe to allow United States bonds to go below par, 
particularly prior to the time when they had found their way into firm in- 


* The documents issued are: 

Hearings: Hearings before the Subcommittee on Monetary, Credit, and Fiscal Policies 
of the Joint Committee on the Economic Report of the Congress of the United States. 
(8ist Cong., 1st Sess., September, November and December, 1949). 

Questionnaire: Money, Credit, and Fiscal Policies, a collection of statements to the 
same Subcommittee of the Joint Committee on the Economic Report by government 
officials, bankers, economists, and others. (Printed for the use of the Joint Committee on 
the Economic Report, 81st Cong., 1st Sess., 1949). 

Report: Report of the same Subcommittee of the same Committee (8ist Cong., 2nd 
Sess., Senate Doc. No. 129, 1950). 
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vestment hands. It was pointed out that quotations on the bonds had been al- 
lowed to fall practically to par and yields to rise nearly to the coupon rate of 
2% per cent. In December, 1947 the level at which the Federal Reserve 
would support the bonds was lowered to this point. Many believed that a 
more drastic decline in bond prices might have resulted in an avalanche of 
selling by bond holders including even owners of savings bonds nothwith- 
standing the fact that their redemption price is guaranteed and that they are, 
therefore, not affected by fluctuations in the market. 

An important point brought out in the hearings by the Secretary of the 
Treasury, by Federal Reserve officials and by most other witnesses was that 
there was no commitment by the government to support the bonds at par for 
an indefinite period. A contrary view expressed by the chairman of the 
Federal Deposit Insurance Corporation received no support from other 
witnesses. 

It was made clear by the testimony that Federal Reserve officials did not 
attach too much weight to higher interest rates as such as a means of re- 
straining credit expansion in conditions prevailing in 1947-1949. The point 
at issue was not the rate in itself, but the pursuit of policies by the System in 
regard to member bank reserves that would have resulted in a smaller volume 
of funds at the disposal of banks, and consequently in tighter credit conditions 
and less borrowing by business for plant expansion and other purposes. The 
advance in the interest rate would have been an indication of these tighter 
conditions rather than a direct object of policy. 

The System clearly recognized that its support policy made it difficult 
or impossible to reduce bank reserves substantially because such a reduction 
would be reflected in tighter conditions in the market, rising rates, and falling 
bond prices. So long as the bonds in such circumstances had to be bought 
by the Federal Reserve, the volume of bank reserves would be restored in the 
process, and credit conditions would be eased. Increases in reserve require- 
ments in 1948, for example, with the support policy in effect, were reflected 
merely in a transfer of bonds from the portfolios of member banks to those 
of the Federal Reserve banks—without substantial effect on credit condi- 
tions. 

Support of bond prices, which in 1948 was reflected in purchases of more 
than $10 billion of bonds, could be and actually was offset to a considerable 
extent by reduction in the System’s holdings of short-dated debt. But this at 
best meant merely that member bank reserves were not enhanced by an amount 
corresponding to the volunie of bonds purchased. It did not mean that there 
was any possibility of credit restraint. As a matter of fact, member bank 
reserve balances, which are the basis of credit expansion, increased in 1947 
and grew rapidly in the second part of 1948, as a result of gold imports and 
other factors which were not offset by Federal Reserve action. 

In 1949, when a decline in business set in, the System’s policy was modified. 
Government securities no longer required support and, with the decline in 
the demand for credit by business, interest rates receded and prices of longer- 
term government securities advanced. During this period the Federal Reserve 
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substantially reduced its holdings of government bonds, member bank reserves 
declined, but interest rates nevertheless moved downward. In June, 1949 the 
Federal Open Market Committee issued the following statement: 


The Federal Open Market Committee, after consultation with the Treasury, an- 
nounced today that with a view to increasing the supply of funds available in the 
market to meet the needs of commerce, business, and agriculture it will be the 
policy of the Committee to direct purchases, sales, and exchanges of Govern- 
ment securities by the Federal Reserve Banks with primary regard to the general 
business and credit situation. The policy of maintaining orderly conditions in 
the Government security market, and the confidence of investors in Govern- 
ment bonds will be continued. Under present conditions the maintenance of a 
relatively fixed pattern of rates has the undesirable effect of absorbing reserves 
from the market at a time when the availability of credit should be increased. 


This declaration indicates on its face that the System did not feel bound to 
sell government securities at a time when they were rising in the market. It 
does not make clear whether, if a reverse movement should develop, the System 
would no longer feel bound to support the bonds at a predetermined level. It 
was easier for the System to modify its wartime and postwar policy at a time 
when the government security market required no support. At the same time 
this statement by the Open Market Committee, the tenor of Federal Reserve 
testimony, and the pronouncement of the Congressional Committee make it 
probable that the period of rigid support may have passed and that in the future 
Kederal Reserve policy will be conducted with a view predominantly toward 
the regulation of credit conditions with reference to the business situation. 
The System will not be able to disregard conditions in the government security 
market but may be expected to confine its participation to the maintenance of 
orderly conditions rather than parity prices in the market. 

Another aspect of monetary policy brought out clearly by the Committee’s 
report is that both the Treasury and the Federal Reserve believe that fiscal 
and monetary policies should be determined by separate institutions; that the 
Treasury and the Federal Reserve should not be merged into one agency. That 
the Federal Reserve cannot act with total disregard of Treasury needs is ad- 
mitted. But that the views of the Federal Reserve should receive in the Ad- 
ministration’s councils an equal amount of consideration with the views of the 
Treasury is generally recognized. The Committee’s recommendations about 
strengthening the Board are motivated by these considerations. It may be 
doubted whether the Committee’s suggestions to reduce membership on the 
Board from seven to five and to increase the members’ salaries would be ade- 
quate to accomplish the purpose. 


Conclusion 


A significant statement in the report is that “. . . the Federal Reserve was 
not willing (italics supplied) to assert its independence and force market yields 
to rise above the yields that the Treasury wished to set on its new issues, 
thereby embarrassing the Treasury.” If the word “willing” is used deliberately 
in the report, it indicates recognition by the Committee that the Federal 
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Reserve could have resisted Treasury pressure but was not willing to do so. 
Instead it appealed for Congressional support both by requesting additional 
powers and by recommending the adoption by Congress of a resolution along 
the lines advanced by the Committee. 

In view of the postwar record and the strong hold that Federal Reserve 
responsibility for the government security market has gained on the minds of 
people in and out of the System, such a resolution at this time might be help- 
ful. The fact itself that the Subcommittee after carefully reviewing the evi- 
dence recommended such a Congressional resolution may result, without 
further action by the full Committee or by Congress, in strengthening Federal 
Reserve resistance to Treasury pressure as well as greater willingness on the 
part of the Treasury to take Federal Reserve policy into account. But in the 
long run the solution of the problem of relationship between fiscal and 
monetary authorities will require fuller recognition by these authorities, by the 
Administration and by the public of the need of action in the monetary field 
with predominant reference to business conditions and without undue influence 
by the problem of debt-management. Complete independence of central bank- 
ing authorities from an Administration in power is not feasible. A central bank 
could not survive if it pursued a policy that interfered seriously with a major . 
program of the Administration. But a clear distinction should be made between 
the Administration as a whole, which pursues nation-wide policies along innu- 
merable lines, and its fiscal agency, the Treasury, whose responsibilities and 
institutional outlook are much more limited. Substantial independence of the 
Federal Reserve from Treasury, as distinct from Administration, influence is 
both desirable and, one would think, feasible. It was stated by one of the Com- 
mittee’s witnesses (Mr. E. E. Brown, of the First National Bank of Chicago) 
that “If we get men of stature, of proper caliber, they will resign if their 
views are not followed on a fundamental matter. It acts as a great check on 
Treasury or administration action.” If the Federal Reserve became convinced 
that it could not pursue the policies which it deemed best without flying in the 
face of Administration policy, it would always have this final recourse to 
resignation on an issue. This important safeguard of effective administration, 
which is accepted routine in most democratic states, has not become customary 
in this country. If the Board, or its chairman, were prepared to resign on an 
issue and explain its significance in case an irreconcilable difference with the 
Administration developed about a major policy, the Federal Reserve, before 
resorting to this extreme measure, could go a long way toward having its will 
prevail, or rather its judgment accepted, in the councils of the government. 
An Administration would hesitate a long time before being willing to go to 
the public on an issue between the market price of bonds and the consumers’ 
price of food and clothing. 
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Production Functions for Manufacturing Industry in the United Kingdom 


It is surprising, in view of the vast amount of work by Paul H. Douglas,’ 
his collaborators, and followers, in fitting production functions—relationships 
between output and the various inputs employed—to manufacturing industry 
in U.S.A., Australia, Canada, etc., that no similar attempt has apparently 
been made for Britain. In this paper production functions are determined, 
by means of cross-sectional inter-industry studies, for the United Kingdom 
in 1924 and 1930, the only two years for which the necessary data are avail- 
able. 

The most reasonable type of function to use appears to be one which is 
linear in the logarithms of the variables. Marginal products of the inputs 
would then be proportional to average products and input elasticities of output 
constants. The question arises whether, in determining a production function, 
the exponents of both labour and capital should be left free or the constraint 
of constant returns to scale imposed. If the points to which the production 
surface is to be fitted correspond to plants or establishments and no effects of 
unsatisfactory measurement of the variables confuse the issue, then, without 
doubt, no a priori assumption should be made about returns to scale; if re- 
turns are truly constant, the data and analysis should confirm this. In the 
event, on the other hand, of the points corresponding to arbitrary groups of 
factories, then to leave both exponents free would be dangerous since the 
sum of the exponents of the inputs would not correspond to returns to scale 
of production in any meaningful sense. In the case of the data analysed here, 
the groups of factories are not quite arbitrary in that they correspond to 
what the U.K. Board of Trade, for Census of Production purposes, regards 
as industries so that there are possibilities of external economies. On the other 
hand, the measure of output used, although the only one possible, is most in- 
adequate and the returns to scale suggested by an unconstrained analysis may 
be merely the reflection of the variation in wage levels and profit margins 
which obtain in the imperfectly competitive system which is the economy 
of the United Kingdom. In these circumstances the safest assumption seems to 
be that returns to scale of industry are constant and this is adopted, in the 
first place. Later, however, the effect of varying assumptions will be tested. 

The variables are 

Product, P = Net Output (in the U.K. Board of Trade sense) 

Labour, L = Average number of persons employed 

Capital, C = Total Horse-Power in use 


* Paul H. Douglas, “Are there Laws of Production?” Am. Econ. Rev., Vol. XXXVIII, 
No. 1 (Mar., 1948), pp. 1-41. 
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and the data are taken, for each manufacturing industry, from the reports of 
the Censuses of Production taken in respect of the years 1924 and 1930. 
Unfortunately, the Horse-Power in use was not published in 1935, and al- 
though a good deal of information about capital equipment was collected in 
the 1946 Partial Census of Production, none of it has yet been made available. 

It is found that, in 1924 

Pp [9-845 (0.155 (1) 
so that, 


Marginal product of Labour = @P/8L = 0.845 P/L 

Labour elasticity of Output = 8P/2L L/P = 0.845. 

Marginal product of Capital = P/@C = 0.155 P/C 

Capital elasticity of Output = 8P/2C C/P = 0.155 
or, in other words, an increase of Labour by one per cent, C:_ ital remaining 
unchanged, was associated with a rise in Product of 0.845 per cent, while if 
Capital went up by one per cent, Labour being constant, Product increased by 
0.155 per cent. 


Ir. 1930 

Pa L9-877 (0-123 (2) 
and, 

Marginal product of Labour now = 0.877 P/L 

Labour elasticity of Output = 0.877 

Marginal product of Capital = 0.123 P/C 

Capital elasticity of Output = 0.123 
so that in 1930 if the input of Labour increased by one per cent, Capital 
being unchanged, Output went up by 0.877 per cent whereas a rise in Capital 
of one per cent, for constant Labour, was associated with an Output increase 
of 0.123 per cent. 

It is noted that the 1924 and 1930 values are consistent in that with in- 
creasing mechanisation, the horse-power in use per worker increased by seven- 
teen per cent between the two periods, the capital elasticity of output declines. 

Confidence in the form of production function determined is strengthened 
to some extent by examination of the deviations of observed output figures 
in the different industries from the production surface. In general, it is found, 
the industries lying above the surface both in 1924 and 1930 were either 
expanding or, not being subject to competition from abroad, characterised by 
monopolistic tendencies—the food and chemicals groups are the outstanding 
examples—while those below—the textiles, iron and steel, engineering, and 
timber groups—are industries which were at these times, contracting rapidly 
or in which excessive competition, both at home and from abroad, was the 
rule. 

The above results have been obtained on the basis of constant returns to 
scale of industry. Now suppose this condition is varied; figures corresponding 
to different assumptions are given in table on next page. 

We see, then, that varying of the initial assumption from diminishing re- 
turns, through constant returns, to increasing returns, has the effect of 
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1924 | 1930 


Elasticity of Output with Respect to 


Labour Capital Labour Capital 


No constraint 0.717 0.175 0.753 0.133 
10 per cent diminishing re- 
turns 0.726 0.174 0.768 0.132 
Constant returns to scale of 
industry 0.845 0.155 0.877 0.123 
10 per cent increasing returns 0.964 0.136 0.986 0.114 


increasing the Labour elasticity and reducing the elasticity with respect to 
Capital. The really surprising feature of the results obtained, in comparison 
with those quoted by Douglas, the low value of Capital elasticity of Output, 
seems to remain even when other, not less realistic, constraints are imposed. 
In other words, it is very doubtful whether this unexpected contrast can be a 
statistical accident. The difficulty about making a rather arbitrary assumption 
about returns to scale could be avoided by applying this type of analysis to 
individual plants or factories if the relevant information were available. 
Using plant averages, which is practicable, seems a dangerous procedure when 
there is considerable variation within industries. 
K. S. Lomax* 


* The author is lecturer in economic statistics at the University of Manchester, England. 


Associations Among Economic Fields 


The latest Directory of the American Economic Association, for the first 
time since 1942, reports biographical information about members who re- 
turned a questionnaire. One of the principal sections of the questionnaire was 
headed “Fields of Specialization or Major (Research) Interest.” A new classi- 
fication of the subject-matter fields of economics, reproduced as part of Table 
II, was given in the questionnaire, with the following instructions: “Indicate, 
in the order of interest, your three general fields (by inserting 1, 2, and 3 
in the appropriate boxes below) and check subdivisions (a, b, etc.) repre- 
senting your specialized fields, if any.” Returns from 3,569 of 5,732 mem- 
bers (as of June 15, 1948) are reported. The indicated fields of interest are 
recorded, with other biographical facts, in the ‘Alphabetical List of Members,” 
which is the basic section of the Directory. A supplementary section lists mem- 
bers under their first choices of general fields, with numbers and letters to 
show all their fields." 

Tables I and II, submitted herewith, supplement the information given in 
the Directory. Tables III and IV, also submitted herewith, suggest one analyti- 
cal use to which this type of data might be put. 


* American Economic Review, Vol. XXXIX, No. 1 (Jan., 1949), pp. iii, x, 209-24; 
316-17; cf. same Review, Vol. XXXVIII, No. 2 (May, 1948), pp. 570-72. 
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Table I shows the number of members who selected first, second, and third 
choices in each general field, disregarding subdivisions. The Directory group- 
ings, to conserve time and space, are by first choices only. However, the 
number of second and third choices is each greater than the number of first 
choices in eight of seventeen fields, and the distribution of all three choices 
gives a clearer picture of the composite interests of the reporting members. 


TABLE I.—NuMBER OF CHOICES IN GENERAL FIELDS OF SPECIALIZATION BY REPORTING 
MEMBERS OF THE AMERICAN ECONOMIC ASSOCIATION, AS OF JUNE 15, 1948* 


First Second Third 
ee of Specialization Choice | Choice | Choice 


. Economic Theory; General Economics 460 452 
. Economic History; National Economies 137 162 
. Statistics and Econometrics 137 214 
. Economic Systems; Planning and Reform; 
Co-operation 82 223 
. National Income and Social Accounting 42 99 
. Business Fluctuations 126 2 249 
. Money and Banking; Short-Term Credit; 
Consumer Finance 232 
. Business Finance; Investments and Security 
Markets; Insurance 
. Public Finance 164 
. International Economics 200 
. Business Administration 
. Industrial Organization and Markets; Public 
Regulation of Business 196 
. Public Utilities; Transportation; Communi- 
cations 77 
. Industry Studies 394 
. Land Economics; Agricultural Economics; 
Economic Geography 391 
. Labor 792 
. Population; Social Welfare and Living 
Standards 391 
No choice 481 


Total 3,569 3,569 | 10,707 


* Compiled from American Economic Review, Vol. XX XIX, No. 1 (Jan., 1949), pp. 211-24. 


Table II shows the number who selected each general field and subfield, disre- 
garding rank in preference. In 4,999 of 6,495 choices in divided fields, or 77 
per cent of the possible times, one or more subdivisions were checked. This 
fact indicated acceptance of the new numbers-letter system of classification, 
by the reporting members, as a method for showing their specific interests. 
The notation x (that is, 1x, 2x, 3x) is adopted in Table II to apply to those 
who chose a divided general field without checking any subdivision. 

Tables III and IV are based on the postulate that each economist chose 
fields that to him were related, at the time, for his purposes. The argument is 
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TABLE 1].—NuMBER OF CHOICES IN GENERAL FIELDS AND SUBFIELDS OF SPECIALIZATION 


1, Economic Theory; General Eco- 


nomics 
a. Theory 
b. History of Theory 
c. Mathematical Economics 
x. Undistributed 
. Economic History; National 
Economies 
a. Economic History 
b. National Economies 
x. Undistributed 
. Statistics and Econometrics 
a. Statistical Methods 
b. Econometrics 
c. Economic Measurements 
x. Undistributed 
. Economic Systems; Planning and 
Reform; Co-operation 
a. Economic Systems and Policies 
b. Planning and Reform 
c. Co-operation 
x. Undistributed 
. National Income and Social Ac- 
counting 
. Business Fluctuations 
. Money and Banking; Short-Term 
Credit; Consumer Finance 
. Business Finance; Investments 
and Security Markets; Insurance 
a. Business Finance 
b. Investments and_ Security 
Markets 
c. Insurance 
x. Undistributed 
. Public Finance 
. International Economics 
. Business Administration 
a. Business Organization, Admin- 
istration, Methods, and Man- 
agement 
. Marketing and Advertising 
. Accounting 
. Undistributed 


1,374 


977 
368 
104 


318 


326 

66 
145 
522 
745 
812 


393 
261 
210 
149 


12. Industrial Organization and Mar- 


kets; Public Regulation of Busi- 

ness 

a. Industrial Organization and 
Market Controls; Policies Con- 
cerning Competition and Mon- 
opoly 

. Public Regulation and Control 

of Business; Public Adminis- 
tration in War and Peace 

x. Undistributed 


. Public Utilities; Transportation; 


Communications 

a. Public Utilities 
b. Transportation 
c. Communications 
x. Undistributed 


. Industry Studies 


a. Manufacturing 
b. Construction 

c. Service Industries 
x. Undistributed 


. Land Economics; Agricultural 


Economics; Economic Geography 

a. Land Economics; Conservation 
of Natural Resources 

b. Agricultural Economics; For- 
estry and Fisheries 

c. Mining and Minerals 

d. Economic Geography; Re- 
gional Planning 

e. Urban Land; Housing 

x. Undistributed 


. Labor 
. Population; Social Welfare and 


Living Standards 

a. Population; Migration and Vi- 
tal Statistics 

b. Relief, Public Welfare, Pen- 
sions, Social Security (includ- 
ing all public programs) = 

c. Industrial Benefit Programs 

d. Consumption Economics 

x. Undistributed 


184 
48 
128 
56 


® Compiled from American Economic Review, Vol. XX XIX, No. 1 (Jan., 1949), pp. 211-24. 
Because of multiple choices, the sum of frequencies {n subfields is greater than the total shown 
for general fields in most instances. 


that the aggregates of these choices reflect underlying facts about the science 
and art of economics, as understood and practiced by the reporting members 
of the American Economic Association. In particular, it is assumed that if all 
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641 
265 
2 160 
259 
68 195 
127 286 
307 340 
56 142 | 
170 191 | 
133 24 
4 56 
489 | 11 394 
255 229 
152 55 
138 113 
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219 391 
: 6 613 
7 96 
840 
8 181 
6-4 43 
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11 
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the economists who chose any one field or subfield are grouped, the distribu- 
tion of their other choices will reflect a logical pattern of association between 
their common subject and other subject-matter fields. 

On this assumption, Table III suggests an objective ranking of all subfields 


TABLE III.—DERIVATION OF INDEX OF ASSOCIATION BETWEEN SUBFIELD 1a, ECONOMIC 
THEORY, AND OTHER SUBFIELDS AND UNDIVIDED GENERAL FIELDs* 


Number | Percentage 
Also in in Group 
Group la 


Index of 
Association® 


Total in 


Group and Description Grup 


History of Theory 368 268 
Mathematical Economics 104 71 
Econometrics 56 28 
Economic Systems, Policies 255 97 
Planning and Reform 152 
Statistical Methods 307 
Economic History 
Agricultural Economics 
Land Economics; Conservation 
Business Fluctuations 
Money and Banking 
16 Labor 
9 Public Finance 
12a Industrial Organization 
10 International Economics 
5 National Income 
3c Economic Measurements 
17a Population 
2b National Economies 
15d Economic Geography 
17d Consumption Economics 
13b Transportation 
llc Accounting 
11b Marketing and Advertising 
13a Public Utilities 
4c Co-operation 
12b Public Regulation 
8a Business Finance 
14b Construction 
8b Investments, Security Markets 
8c Insurance 
15e Urban Land; Housing 
lla_ Business Organization 
17b Social Security 184 
14a Manufacturing 
17c Industrial Benefit Programs 48 
13c Communications 24 
15c Mining and Minerals 
Service Industries 52 


* Compiled and computed from American Economic Review, Vol. XXXIX, No. 1 (Jan., 
1949). 

> For full titles here abbreviated, see Table IT. 

© Previous column divided by 27.37 times 100. See text discussion. 


\ 


a 72.83 266 
68.27 249 
50.00 183 
38.04 139 
34.21 125 
i 32.25 118 
4 32.05 117 
of 30.39 111 
30.21 110 
27.41 100 
27.02 99 
7 26.64 97 
ue 26.25 96 
25.00 
a 23.22 85 
22.37 82 
4 21.76 80 
{ 20.83 76 
20.59 75 
20.51 75 
20.31 74 
19.90 73 
18.57 68 
18.39 67 
4 17.61 64 
16.28 59 
14.87 54 
14.78 54 
= 14.55 53 
14.11 
13.64 
13.59 
a 13.23 
4 11.96 
9.61 
8.33 
8.33 
4.65 
1.92 
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and undivided general fields along a hypothetical scale between ‘Economic 
Theory” and its opposite, however dominated. The basic ranking is in terms 
of the percentages of economists choosing each subject who also chose Sub- 
field 1a, Economic Theory. The final column of Table III represents a trans- 
formation of these percentages to a percentage relative, base equal 100, in 
which the comparison is to the distribution of choices among all reporting 
economists. This measure will be called an index of association.? The value 
of such an index is that it permits an estimate, from data given in Tables 
I and II, of the degree of association for any pair of subfields or general fields 
(except the x-subfields within their own general fields) if the number of joint 
choices is known. A complete listing of the type illustrated by Table III 
is thus not necessary when interest centers on one or a few comparisons. 

The reasoning is as follows: Among the total of 3,569 economists, 977, or 
27.37 per cent, checked Subfield 1a. Among the 368 economists who checked 
Subfield 1b, History of Theory, 268, or 72.83 per cent, checked Subfield 1a. 
The number of economists in 1b who also selected la is therefore 266 per 
cent of what it would have been if the distribution of choices among the 1b’s 
had been in the same proportion as for all reporting economists. In general, if 
C; is the frequency in Field i, C;; is the frequency of associated choices, V the 
number of economists, and A;; the index of association between Field i and 
Field j: 


Similarly: 


Obviously : 

A; Aji. 

This formula gives a smaller range of indexes when applied to general fields 
than when applied to subfields, because the associations of specific subdivisions 
are usually more narrowly channelized; for example, 221 of 1,374 economists 
in Field 1, Economic Theory, General Economics, also chose Field 3, Statistics 
and Econometrics, while 75 of 104 economists in Subfield lc, Mathematical 
Economics, also chose Field 3. 

Table IV shows the results of an application of the suggested index of asso- 
ciation to each pair of general fields, considered in a two-way distribution. 

Questions as to the reliability of the data and the validity of the logic on 
which Tables III and IV are based are left to the critical judgment of more 
sophisticated statisticians. 

HAROLD KELso* 
* This index is considered more useful in the present study than Yule’s coefficient of 


association, which has limiting values of —1 to 1. Cf. G. Udny Yule and M. G. Kendall, 
An Introduction to the Theory of Statistics, 13th ed. (London, 1946), pp. 44, 499. 

* The author, who was chief of research of the economics branch of the Board of Engi- 
neers for Rivers and Harbors of the War Department, died March 23, 1950. Acknowledg- 
ment was made by him to Morris B. Ullman for useful suggestions on statistical procedure, 
and to Mary M. Kelso for assistance in processing the underlying data. 
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The Varga Controversy: Comment 


In his article on The Varga Controversy’ Professor Evsey Domar makes 
the following statement: 


As an analytical tool, Varga still uses Marx’s celebrated division of total out- 
put into categories I (producer goods) and II (consumer goods). This 
instrument, in which variable capital (a stock) equals payrolls (a flow), and 
constant capital (a stock) is supposed to represent both depreciation and gross 
investment (both flows), is a logical monstrosity, to put it mildly. At best it 
can be applied to only the simplest problems, which can be solved just as well 
without it. Still, if Varga, like other Marxists, insists on using this stone ax, 
it is his business . . . (p. 140). 


Domar is simply wrong about the stocks and flows. No stocks enter into 
the Marxian reproduction schemes; all the items are flows. Of course, it is 
sometimes assumed that stocks on hand at the beginning of a production 
period are exactly used up and replenished during the period, so that there 
is a numerical equivalence between stocks and flows. But such an assumption 
is in no way necessary and has nothing to do with the logic of the schemes. 
It is true that each item in the schemes has a multiple meaning: variable 
capital is at once capitalists’ payrolls, workers’ incomes and a part of the 
output of Department II (producing consumer goods); constant capital is 
capitalists’ outlay on materials and equipment, part of capitalists’ gross re- 
ceipts, and the total output of Department I (producing means of produc- 
tion). But in each case, we are dealing with flows; no logical monstrosities 
are involved. 

Quite apart from Domar’s misunderstanding of the Marxian reproduction 
schemes, the above-quoted statement struck me as surprising, to say the 
least. I thought that non-Marxian economists were pretty well agreed that, 
regardless of their opinion of the Marxian system as a whole, the reproduc- 
tion schemes at any rate are extremely useful theoretical instruments. Thus 
the late Professor Schumpeter wrote of Marx’s contributions that “improved 
our theory of the structure of physical capital” and added, “The schemata 
which he devised in that field, though not irreproachable, have again proved 
serviceable in recent work that looks quite Marxian in places.”* And Pro- 
fessor Leontief is even more explicit: 


a 


The significance of Marxian economics for the modern business cycle theory 
lies, however, not in such indecisive direct attempts toward the final solution 
of the problem but rather in the preparatory work contained mainly in the 
second and partly in the third volume of Capital. I have in mind the famous 
Marxian schemes of capital reproduction.* 


- 


?Evsey D. Domar, “The Varga Controvetsy,” Am. Econ. Rev., Vol. XL, No. 1 
(Mar., 1950), pp. 132-51. 


* Joseph A. Schumpeter, Capitalism, Socialism, and Democracy, 1st ed. (New York- 
London, 1942), p. 43. 


* Wassily W. Leontief, “The Significance of Marxian Economics for Present-day Economic 
Theory,” Am. Econ. Rev., Suppl., Vol. XXVIII, No. 1 (March, 1938), p. 3. 
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And further: 


Marx successfully combated the Boéhm-Bawerkian point of view in attacking 
the contemporary théorie des débouches of Jean Baptiste Say. He also de- 
veloped the fundamental scheme describing the interrelation between consumer 
and capital goods industries. Far from being the ultimo ratio of this line of 
analysis, the Marxian scheme still constitutes one of the few propositions con- 
cerning which there seems to exist a tolerable agreement among the majority 
of business cycle theorists.* 


Of course, Domar is entitled to his opinion, but economists should be 
aware that in comparing the Marxian reproduction schemes to a stone ax he is 
expressing a view which seems to be both original and private. 

Paut M. SweeEzy 

Wilton, N.H. 


‘Ibid., p. 5. 
Rejoinder 


It is true that Marx’s reproduction scheme as such consists of flows, pro- 
vided one bears in mind, in spite of Marx’s very sloppy usage, that “constant 
capital” means capital consumption, i.e., depreciation plus used-up materials, 
and “variable capital” indicates the total wage bill. The output (in the Marx- 
ian sense) of the producer and consumer goods industries is divided into 
capital consumption, wages and surplus value, and equality between the 
demand for and supply of consumer and producer goods, respectively, is either 
taken for granted or made the condition of static equilibrium. All this may 
have been a great achievement ninety years ago, but hardly so today. 

As soon as this apparatus is applied to the theory of value and profit, so 
basic in Marxian doctrine, difficulties appear. Surplus value remains a flow, 
but constant and variable capital are transformed into stocks. This implies 
not only that the production period is equal to the period of the turnover 
of these stocks, but that the rates of turnover of constant and of variable 
capital are identical as well, i.e., that fixed capital does not exist. As Tsuru 
puts it in Dr. Sweezy’s own book, Marx’s reproduction scheme implies “. . . for 
one thing, that no fixed capital exists; and, for another, that what is not 
consumed is immediately invested; and thirdly, that capitalists in the first 
branch | producer goods] do not invest in the second branch [consumer goods] 
and vice versa.”? Marx’s attempt to solve the turnover problem (see, for in- 
stance, Capital, Vol. III, Chap. 4) was hardly satisfactory, but Sweezy did 
not even try (pp. 67-68). The assumed absence of fixed capital in a capitalist 
society is rather queer; it may or may not be analytically harmless. But how 
does Sweezy know without a proof? 

To oppose Sweezy’s character witnesses, we could bring in Lange, Lerner 
and others, but what would we achieve? The best, simplest and only proof 


*Shigeto Tsuru, “Appendix A on Reproduction Schemes,” in Paul M. Sweezy, The 
Theory of Capitalist Development (New York, 1942), p. 371. I think that Tsuru’s qualifica- 
tions go too far. 
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that an instrument is useful lies in using it. In vain would one search for 
Marx’s reproduction scheme in Schumpeter’s Business Cycles. Preobrazhenski, 
a leading Soviet economist (purged in 1936-37), valiantly tried to use it and 
got trapped in hopelessly involved numerical examples.* Sweezy himself made 
a feeble attempt to utilize the scheme of extended reproduction (pp. 162-64), 
with the amazing result that an increment of variable capital was paid out 
in wages, but an increment of constant capital was not, as if constant capital 
came from nowhere. And in his own attempt to construct a theory of crises 
(pp. 179-89), Marx’s reproduction scheme was conspicuously absent. 

Yet there is a good deal to learn from Marx’s works, and our failure to 
study them is our loss. Schumpeter’s thinking was greatly enriched by Marx. 
But to study means to analyze, to accept and to reject, without the religious 
fervor that Marx’s followers still possess. 

Evsey D. DoMaR 


The Johns Hopkins University 


* Evgeni Preobrazhenski, Zakat Kapitalizma (Moscow-Leningrad, 1931). His other works 
were recently reviewed in an interesting article by Alexander Erlich, “Preobrazhenski and 
the Economics of Soviet Industrialization,”’ Quart. Jour. Econ., Vol. 64 (Feb., 1950), pp. 
57-88. 


Papandreou’s Coefficients of Penetration and Insulation 


There is a strong feeling of dissatisfaction among most economists with the 
modern market classifications, and a correspondingly intense effort is being 
made in various quarters to forge tools which can fashion an analytical 
process adaptable to actual market structures and market linkages. One of the 
most recent attempts has come from Professor Papandreou.' Three aims con- 
stitute the purpose of this comment: (1) to offer some minor revisions of 
Papandreou’s presentation, (2) to supplement Papandreou’s paper by filling 
in the omissions with respect to the relations between the individual firm and 
the industry, or between two individual firms, as the case may be, and (3) to 
argue that the method typical of many theorists and exemplified by Papan- 
dreou is of limited use, the limit having been passed in (for example) Papan- 
dreou’s paper. ’ 

Professor Papandreou’s objective “. . . consists in developing a comprehen- 
sive set of concepts dealing with monopoly power in terms of competitive re- 
lationships, and further, in associating types of market structure with types 
of monopoly power . . . the concepts developed in this paper in no way displace 
concepts already in use .. .” (p. 885). Dr. Papandreou elects to discuss five 
symmetrical limiting cases. These five are not named “pure competition,” 
‘monopolistic competition,” “homogeneous oligopoly,” “heterogeneous oligop- 
oly,” and “pure monopoly” (the old classification based on numbers and 
product differentiation), but follow the Triffin arrangement of “atomistic ho- 
meopoly,” “atomistic heteropoly,” “circular homeopoly,” “circular heterop- 
oly,” and “pure monopoly,” with the usual criticism of the uncertain distinc- 


‘4. G. Papandreou, “Market Structure and Monopoly Power,” Am. Econ. Rev., Vol. 
XXXIX, No. 5 (Sept., 1949), pp. 883-97. 
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tion between homogeneity-heterogeneity and atomicity-circularity found in 
Triffin.? 

Dr. Papandreou wishes to restrict the coefficient of cross-elasticity of de- 
mand to potential changes in the volume of a firm’s sales, and coin a new 
coefficient to associate realizable relative changes in the volume of a firm’s 
sales with relative changes in the prices of the products of other firms. The 
cross-elasticity coefficient depicts the readiness of demand units to shift from 
one seller to another; the new coefficient (the coefficient of penetration) takes 
into account the capacity of the firm to match these demand units with sup- 
ply units. 

Symbolically, the cross-elasticity of demand for the product of firm i in 
terms of the price of the product of firm j is: 

2 
Nain; = fi Pa, Py, Pu) 
qi ep; 
where gi = fi (Pi, pj, Py”) is the demand function for the product of firm 
i, pj and q; stand for the price and volume demanded of the product of firm 
i, p; for the price of the product of firm, j, and Py for the price of all the 
other firms in the industry. 

The coefficient of penetration of firm j into the market of firm i is a func- 
tion of the cross-elasticity of demand and symbolically is written: 

Rap; 
the conclusions being skillfully and soundly developed that XK is an increasing 
function of the elasticity of the output-outlay function and a decreasing func- 
tion of the price elasticity of demand. 

Finally, the coefficient of insulation is derived to measure the degree of non- 
responsiveness of the actual volume of sales of firm j to price cuts initiated by 
its competitors. It is formulated by summing the penetration coefficients of VV’ 
firms in order to obtain the over-all coefficient of penetration and then taking 
the reciprocal, for obviously, the ability of any firm to resist penetration is the 
reciprocal of its competitors’ ability to penetrate. The coefficient of insulation 
of firm j when N’ firms reduce their prices is 


= 1 


t=1 
with p substituted for R since we are now considering the resistance to pene- 
tration when all firms reduce their prices. 

1. In the first place, two minor revisions may be suggested. In the case of 
atomistic heteropoly Dr. Papandreou writes the coefficient of penetration as 
zero. The category “atomistic heteropoly” implies, of course, that the firms of 
the industry do not take account of the effects of their actions on each others’ 
policies and that the firms are selling a differentiated product. It would thus 


?R. Triffin, Monopolistic Competition and General Equilibrium Theory (Cambridge, 
1940). The criticisms are supplied by S. Weintraub, “The Classification of Market Posi- 
tions: Comment,” Quart. Jour. Econ., Vol. LVI, No. 4 (Aug., 1942), pp. 666-73, and 
FE. F. Beach, “Triffin’s Classification of Market Positions,” Canadian Jour. Econ. and 
Pol. Sci., Vol. UX, No. 1 (Feb., 1943), pp. 69-74. 
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be true that any firm could handle only a negligible additional volume of pro- 
duction and sales (negligible considering the industry market), and in this 
sense the coefficient of penetration is zero. However, the coefficient of pene- 
tration is presented as the coefficient of the ability of firm j to penetrate the 
market of firm i (and vice versa since asymmetry is shunned), so it would 
seem more realistic to treat the coefficient of penetration in these circum- 
stances as finite (and small). 

With respect to pure monopoly, this category “. . . may be defined as the 
market structure of an industry in which competition is totally absent. Firm 
j is a pure monopolist if the cross-elasticity of demand for its product .. . 
becomes zero” (p. 892, italics supplied). If competition is “totally absent,” 
then there will be no opportunity to match supply units with shifting demand 
units. While we may write the coefficient of penetration equal to zero (as Pa- 
pandreou does), it seems better to treat it as nonexistent. When we conceive a 
one firm industry, the coefficient of insulation becomes the reciprocal of the 
coefficient of penetration, and if the latter is zero, the former is, of course, 
infinite. That is, the ability of the pure monopolist to resist penetration into 
his market is infinitely great. This we must grant, but it is infinitely great be- 
cause there is no one to possess the ability to penetrate. It is more congruous 
to the concept “social science” to view the coefficient of insulation as nonexist- 
ent rather than infinity. 

2. Some supplementary material may round out the exposition. The cross- 
elasticity of demand can be stated in terms of the price-quantity relationships 
between two firms, or between a firm and the balance of the industry. Papan- 
dreou chooses the former for the five limiting cases, and this is given in 
column 2 of Table I. The cross-elasticity of demand with reference to a firm 
and the balance of the industry is given in column 3. There is another measure 
not mentioned in the paper (this is not stated in criticism), namely, the elas- 
ticity of substitution which compares a relative change in the ratio of products 
held ‘o a relative change in the marginal rate of substitution, being infinite 
when the products in question are perfect substitutes, finite if substitution is 
imperfect, and zero if no substitution is feasible. This is shown in column 4. 
Finally, in columns 5 and 6 we have the new coefficients of penetration and 
insulation; the only significant change that appears from the original is that 
the coefficient of penetration for atomistic heteropoly is presented as finite 
rather than zero. 

In Table I an attempt has been made to increase the significance of the 
term “finite” by indicating the ordinal relationships. The exception is Ey, 
where no flat statement is possible, although we may hazard the guess that the 
coefficient is more likely to be larger in the case of atomistic heteropoly as 
compared to circular heteropoly.® 

* Columns 2 and 5 show the relationship between two firms; columns 3 and 6 show the 
relationship between a firm and all the other firms of the industry. It would be possible 
to add two more columns: one to show the penetration relationship between a firm and 
all other firms of the industry, the other to show the insulation relationship when one 
firm lowers its price. No matter how difficult it might be to discover the general expres- 


sion for these two additional columns, we could still give the answer of zero or finite or 
infinite, which is all that is necessary for Table I. 
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3. The third and final purpose of this note is to doubt the contribution of 
the coefficients of penetration and insulation. The declaration that we cannot 
““. . . dispense entirely with cardinal measures . . . [although] Exact cardinal 
measures would not add substantially to our knowledge in this case . . .” 
(pp. 894-95), is true only to a certain point, and we may legitimately ponder 
on the whereabouts of that point. The answer “zero or finite or infinite” is not 
very helpful beyond a couple of repetitions. When actual problems are 


Type of Market 


Atomistic 
Homeopoly 
Atomistic finite i finite 
Heteropoly (medium) | (small) | (small) 
Circular finite ini finite 
Homeopoly | (large) | ‘ (small or zero) 
Circular finite finite i finite 
Heteropoly (large) (medium) (medium) (large) 
Pure Monopoly 0 0 0 @ 


tackled, challenges spring from the finite, and what is required in the present 
stage of development is not new “zero-finite-infinite” principles, but principles 
for categorizing the finite. 

If instead of listing the five limiting cases the approach to the limits is pre- 
sented, the issue is begged in much the same manner as “‘small-medium-large” 
applied to “finite” begs the issue.* It is true that some aspects of monopoly 
power have not been treated sufficiently by economic theorists, but some as- 
pects give the impression of being over-treated. Multiplying columns which 
keep repeating ‘“zero-finite-infinite’ seems to be an effort of doubtful worth. 

Cecit M. Bircnu* 


‘In reference to the first aim and criticism of this communication, the coefficient of 
penetration does approach zero in the case of atomistic heteropoly; also, as a firm gains 
more and more the position of pure monopolist, the coefficient of insulation becomes 


larger and larger. 
* The author is instructor in economics at the University of Detroit. 


Planned Economy in Norway: A Reply 
In a criticism of Dr. L. R. Klein’s article “Planned Economy in Norway,” 
Mr. R. E. Holben concludes that the magnitude of Norway’s balance-of-pay- 
ments problem is largely the by-product of economic planning.’ In contesting 
Klein’s appraisal of Norwegian planning, in which it is stated that “one of the 


' American Economic Review, Vol. XXXVIII, No. 5 (Dec., 1948), pp. 795-814. 
* Ralph E. Holben, “Planned Economy in Norway: Comment,” Am. Econ. Rev., Vol. 
XXXIX, No. 6 (Dec., 1949), pp. 1283-87. 
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most evident and striking features of the Norwegian economy is its stability 
since 1945 .. . ,”* Holben attempts to show that a planned economy may 
“substitute one form of instability (that of the balance of payments) for an- 
other form of instability (that of domestic prices)” (p. 1284).* 

Certainly no one will deny that a balance-of-payments problem exists and 
that it can be quite a serious matter, as was amply demonstrated by the recent 
British trade crisis, but is this a new phenomenon which countries with 
planned economies have brought upon themselves? The United States antici- 
pated a socially unsafe standard of living in the war-ravaged European nations 
unless those nations were enabled to import the necessary capital and con- 
sumer goods for which their insufficient exports could not pay. It was pre- 
cisely because of the realization of the balance-of-payments difficulties that the 
United States instituted the program of foreign aid. 

We should ask, then, whether economic planning in Norway appears to have 
increased the trade deficit as Holben asserts. He does not provide us with any 
evidence in support of his contention.’ He lists three factors which were re- 
sponsible for the size of Norway’s deficit: the high volume of imports, a deterio- 
ration of the terms of trade with regard to freight income, and, particularly, 
the inflationary gap. With respect to the first, there can be no quarrel with his 
statement that “the high volume of imports necessary to a realization of the 
ambitious investment program . . .” (p. 1284) is a “decisive factor,” but one 
fails to see any connection between this and a “planned economy.” This is not 
the place to discuss whether the investment program is too “ambitious” or 


not," but it should be pointed out that Norway’s most pressing postwar prob- 


* Because this statement on page 810 of the December, 1948 Review, is, perhaps, insuf- 
ficiently qualified, Dr. Klein left himself vulnerable to criticism, but not to the kind that 
Mr. Holben advances. 


‘In this connection it may be pointed out that in a country where the foreign trade 
plays such a major réle as in Norway—postwar imports have been half as large as the 
net national product (see the sources given below)—economic planning cannot possibly 
be as complete as in an economy where the exogenous variables are of minor importance. 
Perhaps just such a gap in control may contribute to a possible “instability” in the 
balance of payments. 


*“In support of this view” Holben quotes rather lengthily (pp. 1284-85) from a 
statistical publication, Statistisk-Okonomisk oversikt over dret 1947 (Oslo, 1948). This 
quotation is misleading for the following reasons: 

1. Holben gives the impression that the conclusions in the publication, which is issued 
by the official, but politically independent, Central Bureau of Statistics, express the point 
of view of the government. The writer of the conclusions from which Holben quotes has 
heen an outspoken government critic. 

2. Many of the quoted sentences and part sentences are taken out of context without 
always being indicated as such. For instance, the reference to unemployment is not given 
within its proper frame: the publication mentions the possibility of a further reduction 
of imports and notes that, in order to obtain significant results, one must either give up 
part of the investment program or cut imports of raw materials that enter into the 
domestic production of consumers’ goods. It was only in respect to the hypothetical 
adoption of the latter solution that the reference to unemployment was made. 

“Compare the following statement: “It is possible to increase . . . exports through 
exceptionally large capital investments. In contrast to many other countries it is impossible 
for Norway to increase its foreign exchange income by shifting of manpower to export 
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lem was reconstruction. It had to cope with the fact that not only did it, as 
did most other European countries, face a loss of five years’ potential growth 
in its productive plant because of the war, but it also emerged from the war 
with a net destruction of almost one-fifth of its capital equipment!’ This de- 
struction was concentrated in Norway’s export capacity, affecting five out of 
six major export industries, with shipping bearing a loss of over half its fleet 
and equipment, whaling suffering a reduction of about 68 per cent, fishing 43 
per cent, mining 40 per cent and the paper and pulp industry 35 per cent.® It 
is a matter of public record that the Norwegian government made it one of its 
prime tasks to build up its export industries, with particular emphasis upon 
the replenishment and extension of the merchant marine.?® Since the invest- 
ment program centers in the export industries, such investments are basic to 
the eventual establishment of an equilibrium in the balance of payments, even 
though a considerable import surplus may arise in the short run." 

In another statement contesting the validity of direct controls, Holben says, 
“The low volume of postwar exports raises serious doubts, especially in view 
of the fact that international demand conditions have in general been very 
favorable [for Norway] .. . since the end of the war” (p. 1286). Upon 
consideration, this proves to be an inaccurate pronouncement. Holben himself 
on another occasion makes the already mentioned point that ‘“‘a deterioration 
of the terms of trade with regard to freight income . . .” (p. 1284) was an 
important factor in the explanation of the low foreign exchange receipts. For- 
eign gross freight incomes constitute, on the average, over one-third of Nor- 
way’s foreign exchange revenue. It is obvious, therefore, that its magnitude 


industries, as the necessary plant does not exist ... ,” Organization for European Eco- 
nomic Co-operation, Report to E.C.A. on the 1949-1950 Programme, Vol. II (Paris, 1949), 
p. 185. 

* Nasjonalinntekten i Norge 1935-1943, Statistisk Sentralbyré (Olso 1946), pp. 129-42. 

* Ibid., pp. 135-36. 

*See, for example, the various pronouncements of government economic policy in the 
* Norwegian national budgets for 1947, 1948 and 1949, as, for instance: “In the distribu- 
tion of imports . . . priority shall be given to the export industries ... ,” “In the alloca- 
tion of building materials, machines and other productive equipment, preference shall be 
given to the export industries . . . ,” Nasjonalbudsjettet 1948, Handelsdepartementet (Oslo, 
1948), pp. 23 and 24. Also: “Priority for production, imports, manpower and investments 
shall be given to activities that will increase exports or effectively reduce the import re- 
quirements,” Nasjonalbudsjettet 1949, ibid., p. 25. (All quotations translated by the writer.) 

For reports on the execution of the above policies see the surveys in the Nasjonal- 
budsjettet 1948, esp. pp. 6-12 and in the Nasjonalbudsjettet 1949, especially pp. 4-15. 

”In view of the express government policy and action, the implications contained in 
Holben’s footnote on p. 1286 stating that “according to Professor Wilhelm Keilhau of 
Oslo, Norway, the greatest success in postwar reconstruction has been attained with the 
mercantile marine, the only sector where private initiative was given a free hand” (my 
italics), grossly distort the facts, to say the least. Did not the merchant marine show the 
“greatest success” just because it had top priority in all of the government’s plans? 

“In 1948, imports of capital goods amounted to 1,178 million kroner as compared to 
total merchandise imports of 3,721 and a total deficit on current account of 890 million 
kroner. (Compiled from Statistiske Meddelelser No. 10, Statistisk Sentralbyra [Oslo, 
1949], p. 442, and Nasjonalbudsjettet 1949, op. cit., p. *0.) 
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plays a decisive réle in Norwegian foreign trade. But world freight rates have 
fallen from their postwar high while import prices for Norway have been con- 
sistently rising (in the first half of 1948 the index of net shipping receipts 
stood at 213, 1938 = 100, while the import price index was 311).?* These 
surely do not seem like “favorable demand conditions.”?* 

Finally, it must be said that Holben’s remarks regarding Norway’s inflation- 
ary gap seem to be without serious foundation. There is no evidence, on the 
one hand, that inflationary pressures were increased or sustained by direct con- 
trols to any significant degree. Direct controls in Norway have had two main 
purposes: first, to maintain price stability and to secure an income distribu- 
tion considered desirable on social grounds; secondly, to prevent the inflation- 
ary pressures from diverting resources from essential (such as export and capi- 
tal goods) to less essential production. The policy of income equalization did 
increase somewhat the inflationary gap, but it was in the early postwar period 
that this policy reached its peak, when it was surely a minor factor compared 
to the pent up demand caused by the German occupation.’* Since 1946 the 
nation’s total wage and salary bill has risen by less than the national in- 
come.’® 

On the other hand, it also is not explained how “the [inflationary] gap has 
undoubtedly helped to check the expansion of export volume... ,” nor is it 
at all apparent “that direct controls and repressed inflation have diverted 


" 0.E.E.C., Interim Report on the European Recovery Programme (Paris, 1948), p. 653. 
Estimates indicate that if the net income per ton from shipping in relation to the import 
prices were the same now as in 1939, the deficit in the balance of payments would almost 
be cut in half (based upon data in Nasjonalbudsjettet 1950, especially p. 21). Also, it should 
be pointed out that a further deterioration of Norway’s shipping income may be expected 
in the long run as a result of the so-called fifty per cent clause in the E.C.A. legislation, 
which prescribes that 50 per cent of E.R.P. goods shall be transported in American bottoms. 

“In this connection it may well be emphasized that a country like Norway, with a 
traditional import surplus, will usually find itself at a disadvantage when world prices 
increase—even if export prices keep up with import prices. 

* Beside the physical destruction of the nation’s wealth, private consumption and invest- 
ment by 1944 was less than half of the 1939 level. See Nasjonalregnskapet og nasjonal- 
budsjettet, Saerskilt vedlegg nr.11 til statsbudsjettet [1945-46], p. 24). Between December, 
1939 and the end of the occupation May, 1945, the index of industrial production fell 
from 115.4 (1938= 100) to 65.9, while during the same period currency in circulation 
rose from 575 million to 3.021 billion kroner (Statistik-Okonomisk oversikt over Gret 
1948 (Oslo, 1949], pp. 262-63 and pp. 290-91.) 

* Nasjonalbudsjettet 1949, op. cit., p. 133. In this connection one must note that Holben’s 
figure of a 20 per cent increase in average hourly real wages in industry between 1940 and 
1947 (p. 1283) is highly deceptive. It would be more logical to take 1939, the last pre- 
war year, for a base instead of 1940, which would result in only a 7 per cent increase. 
An index of hourly real wages (1938 = 100) for 1939, 1940 and 1947 was 101, 90, and 
108 respectively (computed from Statistiske Meddelelser No. 10, op. cit., for wages see 
p. 460, for the cost of living see p. 465). Holben’s 20 per cent is the percentage increase 
from 90 to 108. The low for 1940 was the result of the wage and price policies imposed 
by the German occupation after April, 1940 and is therefore not suitable as a base. 

If the rise in direct taxation were also taken into account, the increase in average 
hourly real wages in industry between 1939 and 1947 would be even less than 7 per cent 
—probably under 4 per cent. This is a far cry from Holben’s misplaced 20 per cent rise 
in real hourly wages! 
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output from exports to the home market” (p. 1284).?° Even if, for the sake of 
argument, one is to admit such a diversion, it surely does not necessarily fol- 
low that the inflationary gap “has thereby been fundamental to the magnitude 
of disequilibrium in the balance of payments” (p. 1284). There are two sides 
to the balance of payments: it is most likely that the high output for the 
home market relative to exports eliminated the necessity of additional imports. 
It must be realized that under full employment conditions, such as have ex- 
isted in postwar Norway, productive resources cannot be shifted readily to ex- 
port industries without causing an impairment in the output available for the 
home market.’’ In other words, provided that the material standard of life is 
to be maintained, increased exports will very probably necessitate increased 
imports with the net result that the trade deficit may not change significantly. 
This does not imply, of course, that imports and output for domestic require- 
ments are perfectly substitutable for one another, but it does imply that 
no evidence was given to show that in the postwar years Norway produced 
goods for the home market, which, otherwise, would not have had to be 
imported. 

Let me make these points in conclusion: 

1. Norway has had a trade deficit, the main reason for which were briefly 
mentioned above, but no evidence was presented by Mr. Holben that the 
magnitude of the deficit was contingent upon the existence of direct controls. 

2. It appears that the contrary is the case. The absence of import controls 
undoubtedly would have led to an increase in the import surplus and to a 
faster exhaustion of the foreign exchange reserves. More than that: the mis- 
allocation of resources resulting from the import of nonessential consumer 
goods would have detracted from the export and other essential industries.?® 
3. There is little doubt that an almost immediate balance in Norway’s for- 


“It is possible that the diversion-preventing controls would have been more efficient, 
had the income equalization policy been pursued to a smaller extent, but it is unlikely 
that this factor had any significant influence in the balance-of-payments situation. Even 
in the absence of such controls, diversion need not take place, because one must also 
consider that inflationary pressure outside of Norway (in the world market) would pull 
in the opposite direction and encourage expansion in the Norwegian export volume, espe- 
cially when, due to internal price control, there is a price differential between the export 
and domestic market. 

“ For another obstacle making such a shift difficult, see note 6. 


‘A case in point is the Swedish foreign trade crisis of 1947. Because Sweden had a 
considerable stock of foreign exchange reserves after the war, amounting to 2.973 billion 
kronor in the middle of 1946, the government did not think it necessary to institute any 
major import restrictions. But by the end of November, 1947 the total foreign exchange 
reserves had fallen to 704 million kronor. The reason for this drastic decline was excessive 
imports, which consisted, in large measure, of luxury consumer items. Obviously, these 
imports contributed very little to the expansion of the Swedish export potential. Because 
of this crisis the government saw itself compelled to introduce rather rigid import con- 
trols in 1947, which reversed Sweden’s unfavorable balance of trade and finally resulted 
in an export surplus by October 1948 for the first time since the war. (Sources: Bengt 
Senneby in Quarterly Review, Skandinaviska Banken, January, 1948, pp. 13-18, and 
éversikt Gver det economiska liget, 1946-1949, Meddelanden fran Konjunktucinstitutet, 
Serie B:9 [Stockholm 1949], pp. 117-18.) 
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eign trade could be affected, if the population’s material standard of living 
and its comparatively equal distribution were allowed to deteriorate. This would 
be the case if American aid were to cease abruptly. Norway and many other 
countries do not wish to take such a course voluntarily. Apparently, the im- 
pression is that internal social stability, based upon a more or less planned 
economy, is to be preferred to what Holben calls the “stability of the balance 
of payments,” if the latter cannot provide the necessary social safeguards.’® 

Let us face the facts squarely: Norway would have had a considerable 
deficit in its balance of payments—and it is a fair guess that it will continue 
to have one for some years to come—regardless of whether it had a “planned” 


or an “unplanned” economy. 
JosEPH GRUNWALD* 


” The relative stability of Norway as compared to “unplanned” economies may be illus- 
trated by an interesting comparison between Norway and France of the number of work 
days lost due to labor conflicts. In France from 1933 to 1935 (figures for later prewar years 
do not seem to be available) labor conflicts caused an average yearly loss of about 1.5 
million work days, while the postwar period, because of a sharp deterioration of workers’ 
real wages, saw the yearly loss in production through labor strife rise to over 12 million 
work days—an eightfold increase. 

On the other hand, in Norway the corresponding prewar figure averaged about 300,000 
production days lost yearly, while in the postwar period it was less than 70,000—a decline 
of almost 80 per cent. (For prewar data see: Yearbook of Labour Statistics 1947-48 
[ Geneva, 1949], p. 275. For postwar data see: for France, Revue frangaise du Travail 1948, p. 
95 and 1949, p. 95 and p. 449; for Norway, Statistiske oversikter 1948, [Oslo, 1949], p. 364.) 

A similar picture may be obtained from a comparison with other “unplanned” economies. 
If this is any indication of the degree of socio-economic stability, the scales seem to be 
tipped heavily on the side of economic planning. 

If the degree of communist power be the test of social stability, as appears to be a more 
popular, though less concrete, conception, let it be pointed out that in Norway communism 
has been virtually eliminated as a force, as was well demonstrated by the recent elections of 
November, 1949, while in some other West European countries with a greater degree of 
laissez faire and, perhaps, also a smaller deficit in the balance of payments, communism 
still is a potent and dominant factor. 

* The author is assistant professor of economics at Adelphi College. 
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A Reply to Mr. Fels 


In a recent issue of this Review, Rendigs Fels expresses skepticism of my 
conclusions respecting the importance of variation in the quantity of money as 
an initiating tactor in business upturns and downturns, and defends the em- 
phasis of Professor Hansen on lack of investment opportunities and that of 
Ke: .es on liquidity preference. In the course of his comments Mr. Fels mis- 
represents the data I have developed and distorts my views. This is pre- 
sumably due to inadequate care in preparing his comments rather than to 
intent. However, the misrepresentations and distortions are so serious that 
they make his comments worthless either for comparing my views with those 
of Hansen and Keynes or for getting at the realities of the economic world in 


* Rendigs Fels, “Warburton vs. Hansen and Keynes,” Am. Econ. Rev., Vol. XXXIX, 
No. 5 (Sept., 1949), pp. 923-29. 
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which we live. Inasmuch as the editor of the Review has requested that my 
rejoinder be very brief it is necessary to refer to the various items categorically 
without giving supporting evidence. 

1. Mr. Fels erroneously describes as “straight lines” the trends I have ap- 
plied to monetary velocity and the quantity of money. 

2. He erroneously describes the base period used in fitting data to the 
trends and ignores my reasons for choosing this base. 

3. He ignores the data underlying my application of the trends derived 
from the selected base to a period longer than the base, and thereby gives a 
false impression of the foundation on which that application rests. 

4. He misinterprets the cuaracter of the trend I applied to the quantity of 
money, and as a result draws a wholly unwarranted conclusion regarding its 
fit to the data. 

5. He claims to cite an exception to the sequence I have described with 
reference to the turning points; this claim is erroneous and is based on a false 
statement regarding the data. 

6. He accuses me of failure to give the statistics supporting one of my 
generalizations while at the same time using the statistics in his comments. 

7. He misinterprets the views I have expressed regarding the timing of 
peaks in the price level relative to the peaks of the cycle and uses a price index 
which is inappropriate for judging the accuracy of my conclusions. 

8. He distorts my stated opinion with reference to the significance of rela- 
tively small deviations from trend, i.e., of the order of magnitude of 114 per 
cent variations. 

9. He claims that I imply that cyclical downturns can be avoided simply 
by pursuing an easy money policy—an obvious misinterpretation in view of 
my protest against the identification of interest rate regulation with monetary 
policy and against substitution of the former for the latter. 

Mr. Fels’ lack of care in examining the data I have used and the views I 
have expressed is accompanied by a similar lack of care in his own examina- 
tion of the historical record. His comments on the situations in 1919-20, 1929, 
and 1937 show that he has overlooked ascertainable facts which are crucial to 
an understanding of the sequence of events at those downturns and during the 
ensuing downswings. 

CLARK WARBURTON* 


* The author is an economist at the Federal Deposit Insurance Corporation. The opinions 
expressed are personal views only. 


Rejoinder 


Objectivity is always important to scholars and nowhere is it more im- 
portant and more difficult to achieve than in controversies of this nature. 
Therefore, I want to be as disinterested as possible in assessing Dr. Warbur- 
ton’s reply to my criticisms. It is not surprising he should feel I have mis- 
interpreted him. Rarely is an economist satisfied with another’s summary of 
his views. The significant question is the extent to which the alleged misinter- 
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pretations and distortions affect my main conclusions, particularly my conten- 
tion that the tests proposed and/or used by Dr. Warburton do not and cannot 
settle the issue between himself on the one hand and Hansen and Keynes on 
the other. 

Dr. Warburton very kindly furnished me with a 23-page elaboration of his 
rejoinder. I have tried to examine it as fairly and impartially as I could and 
have arrived at the following conclusions: 

1. Dr. Warburton is correct with respect to item 5 of his rejoinder. In Table 
I (p. 924), I erroneously put the peak in money relative to trend in the 
second quarter of 1926 instead of the fourth quarter of 1925. Had I caught 
the error before publication, I would have deleted the last paragraph on page 
925 and changed the last two sentences on page 923 to read, “In three cases 
(the downturns of 1926, 1929 and 1937), the sequence is borne out. In the 
other two cases ... .” No changes would have been necessary in my principal 
conclusions. 

2. I shall let the reader judge the merits of Dr. Warburton’s other charges. 

3. Even if I were to admit all nine charges, the principal conclusions of my 
article would still stand. 

Renpics FEts* 


* The author is assistant professor of economics at Vanderbilt University. 
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BOOK REVIEWS 


Economic Theory; General Economics 


Human Action: A Treatise on Economics. By Lupwic von Mises. (New Ha- 
ven: Yale University Press. 1949. Pp. xv, 889. $10.00.) 


This is a revised version of the author’s Nationaloekonomie: Theorie des 
Handelns und Wirtschaftens (Geneva, Switzerland: Editions Union Genf, 
1940), from which it differs only in matters of detail and its larger size. As 
one of the first general treatises in economics to appear since the advent of 
“imited competition” theories, it deserves much more attention than its origi- 
nal edition elicited in this country. 

Mises begins with a basic distinction between “praxeology” and “history.” 
Both study human action in general. But the former is a science, whose sub- 
ject matter is the concept “human action” and its implications, whose method 
(conception) is purely logical and a priori, whose categories are perfectly dis- 
tinguishable, and whose principles are eternally true, objective, and apodictic; 
whereas history is an art, whose data (human experience) are unique, complex, 
changing, and nonexperimental, whose method (understanding) is partly a 
posteriori and partly a priori (in so far as it uses praxeological principles), 
whose categories are graduated, overlapping, and blurred, and whose conclu- 
sions are at best tentative, approximate, biased, and temporary. 

Praxeology thus is the science of the implications of human choice among 
alternative means for given ends. Its fundamental proposition is that the 
action of all human beings is an “exchange” of their existing condition for an 
alternative which they believe will diminish their “uneasiness” better than any 
other alternative. This exchange may be “autistic” (involving only one per- 
son) or interpersonal. The latter is divided into barter (a fiction) and market 
exchange, based on private property and pecuniary calculation. Economics in 
the narrow sense, or catallactics, is the branch of praxeology which studies 
market exchange and alternative systems relative to market exchange. History 
includes political history, descriptive sociology, economic history, statistics, 
etc. 

The free market and the social order resting on it constitute not only the 
best (relatively to high production and living standards) but the only work- 
able system of social cooperation and division of labor, according to Mises. 
It is a democracy ruled by the consumers and served by the competing pro- 
ducers, who are rewarded in proportion to their marginal productivity and 
their enterprise in adjusting supply to demand. The gain which this system of 
social cooperation brings about is the basis for its existence and persistence. 

All the important evils of modern times spring not from this system, or 
capitalism, but from its opposite, socialism, which aims to replace the free 
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market by arbitrary authority. Its first phase is interventionism, whereby the 
government (or special interest groups with legal sanction) attempts to regu- 
late the market contrary to the latter’s indigenous economic laws. The banks 
expand credit, thereby creating booms which the market eventually corrects by 
depressions. Fiscal policies restrict capital investment. Trade unions dictate 
wages and thereby create institutional unemployment. Intervention brings 
about wars and revolutions, instability, and ultimately socialism proper. 

Socialism, whether of the Nazi, Soviet, or any other variety, represents the 
triumph of totalitarian tyranny in place of free cooperation. As a self-con- 
tained system it cannot function, since its rulers are unable to calculate (espe- 
cially the value of capital goods) in their allocation of resources and products. 
It can exist only alongside capitalist regimes from which it may feed by con- 
quest or calculate by imitation. Although definite (historical?) prediction is 
avoided by the author, he repeatedly asserts a (praxeological?) law of social 
development whereby the majority in the long run effectively expresses its 
will and chooses the system which provides the higher standards of living (as 
well as the higher war potential). | 

Human Action advances beyond previous orthodox treatises in several im- 
portant respects. 

1. It is a system in the grand manner not merely of Marshall or J. B. Clark 
but of Marx or Oppenheimer. Its economic theories of value, distribution, 
and business cycles crown an imposing structure which integrates profound, 
learned, and interesting theories of scientific methodology, sociology, politics, 
religion, and history, as well as a program of reform. Readers with an aesthetic 
appreciation of broad, logical systematization, without any sacrifice of clarity 
of expression, will find here a work of art of a high order. 

2. Whereas the early orthodox theorists concerned themselves with the mar- 
ket economy as a transmutation from a controlled economy and their successors 
took the permanence of the market economy for granted, Mises’ book is per- 
haps the first general treatise which is centrally concerned with the preserva- 
tion of the market economy against a developing controlled economy. 

3. Mises makes numerous original contributions, economic and extra-eco- 
nomic, throughout the book. Some of them, such as his theories of money, 
business cycles, and socialism, are well known from his other writings. In addi- 
tion, he offers the best defense the reviewer has seen of apriorism. in economic 
methodology and some important modifications of marginalist theory in rela- 
tion to quantitative and temporal analysis. 

The book has, however, serious shortcomings. 

1. The author provides no clear test of incorrect versus “correct praxeologi- 
cal reasoning” (p. 39). He tells us that a denial of his a priori principles, as 
with those of logic and causality, leads to absurdity (pp. 34-35). But whereas 
a denial of logic and causality principles results respectively in self-contradic- 
tion and in the abolition of science, there is no convincing demonstration that 
the denial of Mises’ praxeological principles has similar implications, especially 
as his “deductive” chains lengthen. 

2. The author’s attitude toward his principles is one of uncompromising 
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dogmatism. “Science does not give us absolute and final certainty,” he warns 
at first (p. 7); indeed, the praxeological method “leads along a sharp edge; on 
both sides yawns the chasm of absurdity and nonsense” (p. 238). He severely 
criticizes several eminent orthodox predecessors (pp. 123-24, 602, 767-70) 
who apparently misused the method, though their logical acumen, he would 
probably grant, was not inferior to his own. But these reflections do not inspire 
in him a modest and tentative attitude toward his own theories, which he 
identifies with the principles of an ideal, finished praxeology, presenting them 
unabashedly as “truths” (p. 467) while those of his opponents are labeled 
“incorrect” (p. 610), “garbled” (p. 591), or “nonsensical” (p. 649). 

3. He frequently neglects to distinguish his praxeological from his historical 
observations and often applies his dogmatism to what seems to be the latter 
as well as to the former. Immediately after telling us, for example, that the gold 
standard is a “historical fact” (p. 468), he asserts, as if he were enunciating 
a praxeological truth, that this standard was responsible for “increasing wel- 
fare, liberty, and democracy, both political and economic” (pp. 469-70). 

4. Mises creates a dualism between a priori praxeology and a posteriori 
history which he is unable to bridge. “All the theorems of catallactics are 
rigidly and without any exception valid for all phenomena of the market econ- 
omy, provided the particular conditions which they presuppose are present” 
(p. 642). This would be acceptable if Mises furnished us with (a) positive 
theofems covering all types of historical situations and (b) instructions for 
determining when the conditions of a particular situation coincide with those 
assumed by a particular theorem. Not only does he fail to do this, but he in- 
sists that such theorems cannot be discovered for any conditions except those 
of a free market. His principles are not a set of elements to be combined in 
various ways to fit different historical situations; they are a single standard. 
As long as he confines himself to the free market, any quarrels with him would 
be minor. But as soon as he attempts to draw inferences from this ideal to 
a historical situation he begs the question how, given the color white alone, he 
can describe or distinguish between gray and green. 

Given a single standard, a bridge to reality and to differences in reality 
might be possible if we were also given a formula which correlated departures 
in one or more conditions from those of a perfect market with departures 
in consequences. Such a law appears foreign to Mises’ methodology, though he 
often seems to assume the highly dubious unilinear relationship between the 
two types of variables (e.g., p. 854). In effect his standard thus becomes nor- 
mative rather than value-free. 

5. The arbitrariness of Mises’ catallactic principles in application to his- 
torical reality may be illustrated briefly. (a) He reduces pricing under mo- 
nopolistic competition to that of either competition or monopoly (pp. 356-60). 
(b) His theory of business cycles assumes that interventionary credit ex- 
pansion is made in an otherwise free market economy, with full employment. 
He is not concerned with the effectiveness of the same policy under large-scale 
unemployment (however caused). (c) He does not explain how (non-Crusoe) 
economic systems other than the pure market have managed to survive and 
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replace one another throughout all known history. (d) He provides no em- 
pirical support for his “stagnation” thesis against the empirical defenders of 
present-day capitalism who have attacked such a thesis. (e) The consumers 
in Western capitalist economies, he tells us, are the proper “sovereigns” of 
those economies, their tastes and prejudices are “data,” the entrepreneurs who 
most fully serve them are “public benefactors,” advertisers are incapable 
of “forcing their will” on the consumers, and the system as a whole is an 
“economic democracy.” But the identical consumers as voters in the same 
nations are “gullible masses,” their standards of choice are “irrational,” the 
political leaders whom they choose are “demagogues,” and the interventionary 
policy supported by them is a “statolatry.” Governors appointed by popular 
vote are called “Fuehrers” (p. 691) but directors of corporations are “man- 
dataries of the stockholders” (p. 303). 

6. The apparent contradiction between economic rationality and political 
irrationality Mises attempts to remove by his insistence that intelligent choice 
of means requires calculability (pp. 207-10). The adoption of this principle, 
however, appears to make intelligent behavior impossible not only in socialism 
and Crusoe-ism, but in most spheres of life other than the market. It also 
appears to make impossible any praxeological science other than catallactics— 
e.g., a science of politics or sociology. One may ask, indeed, how Mises can 
choose intelligently between a market economy and socialism as alternative 
means when this choice cannot be based on calculation, not even of tota! pro- 
duction or living standards. 

7. The choice which Mises gives us is as foreign to rational human action 
(though not necessarily to human action) as that offered by the extreme 
Marxist. It is a choice between the “system of market economy [which] has 
never been fully and purely tried” (p. 265) and socialism, a “thinkable— 
although not realizable—system of social cooperation” (p. 259), which “would 
result in complete chaos...” (p. 857). Unfortunately, the choices given us in 
the historical world are somewhat more complex than that between perfection 
and impossibility. 

8. The opposition which Mises finds (following Marx, Boehm-Bawerk, and 
others) between intervention and economic law is as spurious as that between 
airplanes and gravitation. Any purposive human action may be described as 
intervention in some sphere of relationships and laws. Market intervention 
contrary to known laws is as irrational as an effort to fly in a suit made of eagle 
feathers. This is Mises’ valuable lesson. But there is more than a slight risk 
that the inaction alternative which Human Action paradoxically advocates 
would have (or already has had) results in practice (given such obstacles as 
a large-optimum-size technology) as far removed from the author’s expressed 
objectives as have some of the irrational forms of intervention which he con- 
demns. There still remains the alternative of intelligent human action—inter- 
vention which uses the market laws, or our growing knowledge of them, for 
purposes approved by the electorate. Market control may be regarded as a 
developing technology, which Mises would declare verboten. 

The book is unnecessarily long and repetitious. The English rendition is ex- 


| 


422 THE AMERICAN ECONOMIC REVIEW 


cellent, although the key term “uneasiness” as a translation of Unbefriedigtsein 
seems less appropriate than the traditional “dissatisfaction.” The analytical 
table of contents does not fully compensate for the short index, which omits 
most of the footnote references. 
GEorGE J. SCHULLER 
Washington, D.C. 


Theories of Welfare Economics. By Hta Myint. (Cambridge: Harvard Univ. 
Press, for The London School of Economics and Political Science. 1948. 
Pp. xiii, 240. $4.00.) 

Welfare economics from Adam Smith to the present is the subject of this 
interesting history of economic thought. The discussion is confined to produc- 
tion welfare economics as developed by the classicists, the neo-classical school, 
the Paretians, and certain recent writers. Professor Hla works with a deft pen 
and keen analytical powers to produce this valuable contribution to the litera- 
ture of the history of economic thought. 

The author distinguishes three types, or levels, of welfare analysis: the 
Physical, the Subjective, and the Ethical levels. The classicists operate on the 
physical level, i.e., changes in welfare are proportional to changes in physical 
output. The subjective level of analysis rejects this simple relationship between 
welfare and output by substituting the principle of diminishing utility. From 
these quantitative approaches to welfare the author proceeds to the ethical 
level of analysis. At the conclusion of his able historical presentation, Profes- 
sor Hla attempts to integrate these levels, or rather to associate them, in a 
workable approach to questions of public policy. 

Professor Hla presents an excellent interpretation of the classicists as a 
group whose principal theoretical and practical interest centered almost ex- 
clusively on the conditions of economic growth, and specifically the accumu- 
lation of capital and the employment of productive labor. From this follows 
their “labor-theory outlook” on the economic problem in contrast to the 
“scarcity” approach of the latter 19th century, with its emphasis on the allo- 
cative problem. Professor Hla makes much of this distinction; indeed, it is 
somewhat overdrawn. 

Smith’s labor-embodied and labor-commanded concepts of value are given 
considerable attention by the author, especially as these concepts reappear in 
the works of Ricardo and Malthus. Embodied labor is cost; it represents the 
obstacle to the growth in wealth and welfare; and it measures value in the 
Ricardian sense. Labor-cormmanded in the hands of Malthus emerges as his 
celebrated concept of Effective Demand, which in turn is the key to his welfare 
views. The famous Glut controversy is thus interpreted as deriving from basic 
differences in the theory of value and in the concepts of welfare. 

Ricardo identified welfare with the net product; Malthus related economic 
welfare to employment—much as do the “full employment” proponents of 
today. Since productive labor alone yields Ricardo a net product, his support 
of free trade and unrestrained savings follows naturally. Against this posi- 
tion stands Malthus urging caution against too great a rate of saving; the 
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increase in wage-goods produced by such savings would drive their labor- 
command value below the labor embodied in them. Employment would there- 
fore decline. The main issues in this controversy are handled well. 

Classical value theory, in Professor Hla’s view, had little to do with the 
mechanism of resource allocation; interpretations to the contrary are held to 
be wrong. The interest in allocation came with the scarcity approach to eco- 
nomics and the subjective level of analysis. Modern writers, raised in this 
tradition, mistakenly impute to the classicists a ‘‘scarcity” approach with 
its allocative preoccupation. 

Professor Hla’s treatment of the subjective level of welfare analysis re- 
views the general conclusions of, and the differences among, the leading ex- 
ponents of neo-classicism and general equilibrium analysis. The main sig- 
nificance of the marginal revolution is not found in the theory of price 
determination but rather in the realm of welfare analysis. In the welfare sense 
the marginal analysis is important for two reasons: (1) It “extended welfare 
analysis from the physical to the subjective level and substituted the principle 
of diminishing marginal utility in the place of the classical economists’ first 
approximating assumption that quantities of consumer satisfaction were 
proportional to quantities of physical products.” (2) Marginalism “offered an 
alternative to the labour-theory outlook: viz., the Scarcity approach to the 
economic problem” (p. 89). The continental and the neo-classical welfare 
analyses are treated in some detail, particularly with reference to their bearing 
on policy. 

Professor Hla’s review of welfare theory on the subjective Jevel yields three 
main types. (1) The Paretian theory of the optimum, provides the highest 
level of abstraction; (2) Pigou’s marginal social product analysis occupies an 
intermediate plane; and (3) Marshall’s partial surplus analysis is closest to 
the ground and most useful for policy purposes. The Paretian analysis has the 
merit of methodological stringency, generality, and avoids interpersonal com- 
parisons of utility. This is “scientific” welfare analysis, but at a level of 
abstraction which assumes away the problems which are relevant for public 
policy. The Pigovian analysis effects a merger, in some respects, of the 
Paretian and the neo-classical positions; and while useful in the solution of 
some problems, it lacks the scientific purity of Pareto and the practical out- 
look of Marshall. The Marshallian surplus analysis remains—with Hicksian 
improvements—as the most promising theoretical tool for the guidance of 
public policy. 

The ethical level of analysis raises the most serious problems. Professor Hla 
attempts to salvage the “scientific” contributions to welfare analysis while he 
accepts the necessity of value judgments in the formulation of social! policy. 
The mixture of the two cannot be said to be successful. The issues raised 
however, are important. 

As a history of the subject, Theories of Welfare Economics is an excellent 
work. Most interesting is the interpretation of the classicists. This raises, 
however, some issues. Professor Hla goes too far in playing down their interest 
in the allocative function of the market and the rdle of value in this matter. 
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Expansion, to be sure, was their main preoccupation, but expansion in the 
“right” directions was certainly important to them. The market (with some 
reservation) was the best means of achieving this purpose. Ricardo’s value 
theory bore directly on this point. His value theory was a theory of exchange; 
perhaps for this reason he failed to understand Malthus’ meaning of the 
labor command which was essentially an aggregative concept. 

Some of the larger aspects of welfare economics, such as the outlook 
prevailing in any given period, are subordinated to methodological and tech- 
nical questions. To regard Smith and Ricardo as physical level welfare 
economists overlooks the fact that they stand apart on the basic issue: the 
welfare of whom? Welfare was linked to high rent by Smith, and to high 
profits by Ricardo. The agricultural and industrial class views thus clashed. 
Later in the century interest in welfare shifted to the individual, and expan- 
sion gave way to the allocative problem, with given resources, as the central 
theoretical problem. 

The reason might be found in the technical requirements of the new 
“scientific” (#.e., mathematical) outlook. Maximization of consumer welfare 
through equilibrium adjustments in a static context was the problem best 
suited to the new techniques. The present urban-proletarian outlook shifts the 
emphasis back again to group “welfare” and conflict. The general outlook, 
whatever it is, colors the idea of economic welfare and governs the choice of 
concepts employed in technical analysis. Each author, however, must set him- 
self limits. Within those he set for himself, Professor Hla has produced an 
excellent history of economic doctrine and method. 

The George Washington University ARTHUR E. Burns 


L’Economie Politique Mathématique. By Micuet Bropsky and PIERRE 
Rocuer. (Paris: Librairie Générale de Droit et de Jurisprudence (R. 
Pichon et R. Durand-Auzias). 1949. Pp. 365.) 

This is Volume XXIII in the series entitled “L’Economie Politique Con- 
temporaine” edited by Bertrand Nogaro. It comprises two substantially inde- 
pendent and equal parts. The first, by Michel Brodsky, is a review of the 
early history of mathematical theories of economic equilibrium, covering 
primarily the work of Cournot, Jevons, Walras, Pareto, Edgeworth, and 
Hicks. The second is a summary statement by Pierre Rocher of the Wal- 
rasian general equilibrium theory set forth in fairly up-to-date fashion with 
a fairly clear exposition of the assumptions on which the theory is based and 
the consequent limitation of the results. 

The discussion throughout has been so organized as to keep the mathe- 
matics simple and almost scant, the difficulty of the mathematics being on 
the whole rather less than that to be found in Marshall’s appendices. Second 
order conditions, determinants, and matrices have been eschewed altogether. 
Unfortunately, parts of the presentation of Hicks thus become completely 
unintelligible without reference to the original. The over-all result is, however, 
that the basic assumptions and general conclusions of the mathematical model 
of general equilibrium are presented with little risk that the reader bog down 
in the mathematics. 
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The historical part, which aside from summarizing the results obtained, 
devotes considerable space to a rather minute and almost petty examination 
of some of the methodological and philosophical foundations of the various 
theories, including such questions as the nature of cause, and the presence or 
absence of a specific equilibrizing process in the various schema, will be of 
interest primarily to specialists in the history of doctrines. The analytical 
part in many cases merely states the results that have been obtained, often 
without indicating very specifically the line of demonstration followed, which 
might make it rather hard for the reader who has not previously been exposed 
to, say, Hicks. 

While the analysis is carried through to the point of distinguishing be- 
tween constant or increasing cost industries where the competitive equilibrium 
is possible and leads to an optimum allocation of resources, and decreasing 
cost industries that require to be subsidized if prices are to be kept equal to 
marginal cost, this conclusion is left as a bare skeleton. While the inadequacy 
of this skeleton is duly criticized, no attempt is made to place any flesh on 
this skeleton by citing examples, and the Pigovian neighborhood effects are 
not even referred to. 

A student with only moderate mathematical equipment might find this 
book a useful means of getting a general idea of the character and logical 
structure of pure general equilibrium theory. But in the end he may have a 
feeling that this theory is but a logical abstraction with almost no relation 
to the real world. And if he is misled into believing that this comprises the 
whole or the bulk of mathematical economics, he may be led to neglect much 
of what mathematics has to offer. The specialist in the history of thought may 
find some help in tracing the progress of methodology. But neither job is 
done well enough to justify struggling with an unfamiliar language. 

WituiaM S. VICKREY 

Columbia University 


The American Economy in Operation. Edited by Horace TAYLor and HARoLp 
Barcer. (New York: Harcourt, Brace and Company. 1949. Pp. xiv, 
846. $4.75.) 

This textbook in elementary economics is a product of the course in Con- 
temporary Civilization in Columbia College. Its authors intend it to be “an 
account of what our American economy is, and what it does, with special 
regard to the stability of its operation and to the forces that control it.” 
The editors believe that it retains what have been the strongest features of 
the earlier texts designed for this same course: namely, (1) “the analytical 
description of our economy in operation”; and (2) “the treatment of various 
aspects of the economy in terms appropriate to the mixture of both economic 
and political elements which they contain.” 

The editors also declare: “We have neither attempted nor intended to create 
in this book a systematic and comprehensive body of economic theory. It 
often appears that the study of our going economy in the context of an 
elaborate theory of production, exchange, value, and distribution causes 
limitations to be laid and rigidities to be fixed. In this case, we have attempted 
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to provide each phase of the American economy that we study with a theoreti- 
cal focus and organization appropriate to it, and numerous general relations of 
the various phases to each other are considered” (p. iv). 

Although it is an excellent text of the type often called institutional or 
descriptive rather than analytical or theoretical, the book does not quite 
live up to its editors’ prefatory statements. It does treat various aspects of 
the economy “in terms appropriate to the mixture of both economic and 
political elements which they contain”; but it is questionable whether it 
achieves an “analytical description of our economy in operation.” Nor does 
the book’s special regard to the stability problem and to the forces that control 
the American economy result in any adequate examination of the complex 
market operations which are both at the heart of the stability problem and 
a part of the pattern of control of the economy. 

The treatment of monopoly is a case in point. I find it difficult to believe 
that the sources, significance and consequences of monopoly can be care- 
fully appraised without the use of some of the most common analytical tools 
of the economist such as supply and demand schedules and cost curves, all 
of which are missing from this book. The monopoly problem is diagnosed 
largely in the chapter “The Trend Toward Big Business.” Although mo- 
nopoly and big business are not unrelated, more misconceptions are confirmed 
than perceptions refined in such statements as: “Sufficient bigness means 
monopoly, and monopoly, in turn makes for large size” (p. 279). 

Another example is the treatment of business cycles. In a text giving special 
regard to the stability of the economy, one might expect to find a develop- 
ment of the elementary concepts in recent income and employment theory. 
Yet it might not be an exaggeration to say that, aside from a chapter on 
national income statistics (not, however, harnessed to an analysis of the 
stability problem), the analysis of inflation and employment is not distin- 
guished in insight or useable analytical concepts from the first edition of 
Garver and Hansen which I encountered in my first course in economics in 
1935. 

On the other hand, I am favorably impressed with the skill with which this 
book has been organized and written. The institutional and descriptive ma- 
terial, for example, has been thoughtfully selected; and the exposition of 
involved material, such as the operations of commercial banks and the Fed- 
eral Reserve System, is lucid. Some of the chapters are excellent, as, among 
others, those on the world economy by Oleg Hoeffding and that on govern- 
ment borrowing by Lyle C. Fitch. 

It is probably reasonable to conclude, therefore, that the line of criticism 
developed above simply reveals again the long-standing difference of opinion 
among economists as to the useability of economic theory and its appropriate- 
ness to a first course in economics.. All economists want to describe the 
economy; the question is to what extent are the analytical concepts of theoreti- 
cal economics required for accurate and adequate description. 

It is difficult to gauge the effect of a book on the students for whom it is 
designed, but two points may be made in this respect. First, the book will 
probably encourage the student to approach economic problems soberly, 
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thoughtfully, and with the kind of humility required of the social scientist, 
whose tools are not big enough for his tasks. Secondly, it will probably en- 
courage the student not to leave the study of economics until he has gone 
beyond the first course. A final chapter discusses “The Problems With Which 
We Conclude.” 
CuHarLEs E. LINDBLOM 
Yale University 


A Dictionary of Economics. By Haroxp S. SLOAN and ARNOLD J. ZURCHER. 
(New York: Barnes & Noble. 1949. Pp. viii, 268. $3.00.) 

The “lexicographer’s easy chair” is a comfortable spot indeed compared 
with the “hot seat” occupied by the reviewer of an entire dictionary. It is 
a relatively simple task to leaf through a work of the kind under review, 
seize upon particular entries which catch the eye, and perform marvelous 
feats of critical and analytical léger de main. It is much more costly and far 
less interesting to underiake the kind of research project(s!) essential to a 
really satisfying evaluation of the work as a whole. As a practical alternative 
the*present reviewer will content himself with description and a few perti- 
nent observations. 

The Dictionary contains approximately 2400 entries. The most concise 
statement of its contents is taken directly from. the book’s jacket: 


Accounting. Banking and finance. Consumer economics. Corporate financing 
and organization. Currency and monetary policy. Economic history and theory. 
Insurance. International trade. Investment and exchange. Labor problems and 
industrial relations. Marketing. Price policy and price mechanisms. Production 
costs and techniques. Public relations. Securities and investment. Trusts and 
combinations. Plus descriptions or digests of the more important relevant 
American statutes and judicial decisions and American and international regu- 
latory agencies. 


The book’s coverage—as measured by the number of entries, the number 
of pages, the apparent scope of the subject matter, and the average amount 
of detail associated with individual entries—is less comprehensive than the 
Dictionary of Modern Economics reviewed in these pages last September. 
The two works are sufficiently different, however, to warrant the inclusion 
of both on the shelves of the public library, the bibliophile, and the retail 
book store. The present work is somewhat less concerned with theory and the 
history of economic thought than its above mentioned predecessor. It con- 
tains no treatment of statistical terms, no bibliographical references, and 
none of the biographical sketches of leading economists, past and present. 

The material actually covered, however, is handled with genuine lexical 
savoir faire. The format is excellently conceived, with page leaders, style of 
type, quality of paper, etc., all conducive to efficient, systematic, and pleas- 
urable usage. Abundant cross-references and occasional lengthy articles give 
the book a well-integrated organization. Certain of the entries (as in the case 
of “demand,” “supply,” “marginal utility”) are assisted by diagrammatic or 
tabular illustration. 

Perhaps the outstanding quality of the book is the cogency of the definitions 


| 


428 THE AMERICAN ECONOMIC REVIEW 


themselves. Apart from occasional lapses on the substantive side (and these 
are chiefly sins of omission), the authors show themselves to be masters of 
the art of definition. They do not skirt the subject, talk around or about it, or 
leave the reader to his own inferences. They come to grips with their problem 
within the first three words, and within the first ten have typically estab- 
lished their case. There is no fuzziness, no ambiguity, no non-essentiality. 
More than this, the authors know, and observe, the distinction between 
sterile truism and creative definition. 

If the ordinary definitions in the Dictionary are pleasing, the summaries of 
legal cases are pure joy. One cannot read the résumés of the Debs case, 
Munn vy. Illinois, or Dayton-Goose Creek Ry. Co. v. United States without 
lamenting the absence of similar clarity and pregnancy from economics text- 
books currently foisted upon undergraduates, or from journal articles inflicted 
upon the graduate profession. In a generation in which large numbers of 
professing economists have abandoned that most versatile tool of economic 
analysis—the English language—it is gratifying to find at least one strong- 
hold where it remains. Perhaps we shall one day witness a revival; in any case, 
the dictionary makers have done their part. 

R. ELBERTON SMITH 

Northwestern University 


Toward Social Economy. By Howarp R. Bowen. (New York: Rinehart. 1949. 
Pp. ix, 336. $3.00.) 

A problem confronting the authors of recent elementary texts in economics 
is where to begin. Should principles precede practice or the reverse? The 
early method was to plunge forthwith into general theory, a method never 
wholly abandoned, as witness the choice made by Dudley Dillard in his 
Economics of John Maynard Keynes, a treatment intended for undergraduate 
use. But within the last dozen years, a whole fleet of introductory texts dea!- 
ing first with economic problems and institutions and with “principles in 
practice” has gained favor. The shift in emphasis is, in part, attributable to 
significant changes in the character of institutions and in accepted theory. It 
has been accomplished without surrender of an obligation, felt by many 
economists, to make the subject serve as a general intellectual discipline on 
grounds similar to those on which mathematics has been recommended. For 
instance, in the excellent and widely acclaimed Social Framework of American 
Economy, by J. R. Hicks and A. G. Hart, it was found possible to begin with- 
out abstraction but to introduce the desired discipline, thanks to the develop- 
ment of statistical method, with “social accounting” and analysis of the na- 
tional income as the institutional introduction. 

It is difficult to classify as to method the compact little volume under 
review. It claims to present the whole economic system as “an integral part of 
the culture within which it operates.” This has an important and modern ring 
but in many ways the book seems to belong to the days before textbook 
writers were disturbed by demands for greater realism and for the application 
of economic analysis to actual current problems. Institutions are chosen as 
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the starting point but the discussion presents them with almost no reference 
to their operation in any existing system. Emphasis is instead, thrown upon 
the universality of the five functions of all economic systems. Here an oppor- 
tunity is lost for awakening interest by demonstration of situations which the 
student can identify. Furthermore, there is danger of suggesiing to the student 
an amount of conscious determination alien to western culture in the defini- 
tions of functions and the collective “decisions which must be made.” The 
use of “hypothetical schedules” (pp. 73 and 91) for illustrating the relations 
between variables, together with the usual diagrammatic presentations, un- 
associated with actual data, must do much to heighten a sense of unreality 
in the demonstrations. 

The significance of the title is not clear to this reviewer. Social economy 
is defined as the “best or optimum use of the means of production.” At the start 
the economic system is spoken of as being “socially controlled.” The final 
chapter deals with alternatives to the capitalistic system and the weaknesses 
inherent in both pure capitalism (held to be “doubtless anachronistic”), and 
pure socialism. The need for a middle course is pointed out and for solving the 
problem of “combining planning and democracy.” 

An admirable feature is found in the references made to important sources 
with descriptive comments on these in the footnotes to the text. Too often 
students emerge from an introductory course with no knowledge of even the 
names of the great scholars in the field. The use of these notes affords a much- 
needed opportunity for the student to gain acquaintance with a wide range 
of economic authorities and makes possible an introductory course on a high 
level. 

Amy HEWES 

Mount Holyoke College 


Esquisse d’une Théorie Générale de l Equilibre Economique; Réflexions sur la 
Théorie Générale de Lord Keynes. By CLaupE Gruson. (Paris: Presses 
Univ. de France. 1949. Pp. 328. 600 fr.) 

This book is not related to Keynes’ work in a way that might be suggested 
by the subtitle, “‘Reflections on the General Theory of Lord Keynes.” It is not 
an interpretation, a critique, nor is it an exposition of the General Theory. 
Keynes is mentioned scarcely a dozen times. M. Gruson’s stated purpose is to 
give more rigorous expression to the intuitions of the General Theory (p. 8), 
but what he achieves is an independent presentation of the theory of economic 
instability within the general framework of the Keynesian system. Although 
the author accepts Keynes’ central proposition that employment depends on 
the volume of investment and the propensity to consume, the latter concept 
is not introduced until page 132 after M. Gruson has taken what he calls a 
“long detour” in order to justify the simplifications made possible by the 
propensity to consume. The equilibrium referred to in the title, “general 
theory of economic equilibrium,” which is not to be confused with the eco- 
nomic theory of general equilibrium in the Walrasian sense, is defined in terms 
of stability of employment and price. 
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M. Gruson’s policy-oriented analysis is divided into two main parts. In the 
first and much longer part he assumes a condition of “neutral” money, while 
in the second part this assumption is dropped and “real” money systems are 
discussed. The first book in Part I is an exegesis of the law of markets in 
which the burden of analysis is to demonstrate how a deficiency of purchasing 
power is consistent with the equivalence of value of output to the incomes 
simultaneously distributed. In treating the equivalence of investment to saving 
M. Gruson distinguishes between investment financed by new bank money 
(investissements bancaires) and investment financed out of voluntary saving 
(investissements d’épargne). Detailed consideration is given to the encaisse 
désirée and the encaisse réelle, the equivalence of which is a condition of 
monetary equilibrium. Lack of equivalence in the two types of cash balances 
is related to changes in the propensity to consume in a manner not treated by 
Keynes in the General Theory. 

The second book in Part I is an elaborate discussion of the disequilibrat- 
ing influence of economic change with some consideration of central bank pol- 
icy as a stabilizing force. M. Gruson goes beyond Keynes in giving a detailed 
analysis of the influence of technological change and reaches the Veblenian 
conclusion that progressive technology sets up tendencies toward chronic de- 
pression. 

In Part II, after dropping the assumption of neutral money, the author 
gives rather brief attention to the case of purely metallic money and the case 
in which one or more banks of issue are required to maintain minimum 
metallic balances. He justifies placing the major part of his analysis within 
the framework of neutral money on the grounds that the latter is the most 
general system of money and one to which any real monetary system can 
be adapted easily for purposes of analysis. 

M. Gruson’s social point of view is in the huma:iitarian tradition of French 
thought. He seems to prefer free enterprise but not at any price. He espouses 
the “right to work” doctrine so famous in French history, and raises the ques- 
tion whether free enterprise is morally defensible if it is incapable of provid- 
ing the minimum security essential to human dignity. “In a society which 
tolerates unemployment,” he says, “freedom remains a class privilege. Truly 
liberal institutions must maintain full employment” (p. 8). M. Gruson has 
some faith but by no means complete confidence in the ability of the monetary 
authority to regulate investment and to raise the propensity to consume 
(through consumer loans), and on the whole, he seems to doubt that these 
or other policies available to free enterprise society can meet successfully the 
challenge of economic instability. 

There is no index and no bibliography, nor is there any indication that, 
apart from Keynes, M. Gruson has been directly influenced by the voluminous 
literature on Keynesian economics which has appeared in the English- 
speaking world since 1936. Nevertheless, it is encouraging to see this com- 
petent piece of work on the new economics coming out of France. 

Dubey DILLARD 
Columbia University 
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Béhm-Bawerk: Karl Marx and the Close of His System and Hilferding: 
Béhm-Bawerk’s Criticism of Marx. Edited with an introduction by Paul 
M. Sweezy. (New York: Augustus M. Kelley. 1949. Pp. xxx, 224. $3.50.) 


The two works mentioned in the title of this volume are welcome reprints 
of scarce, almost unavailable classics on Marxian economics. Bohm-Bawerk’s 
trenchant attack on Marx’s labor theory of value offers virtually all of the 
arguments that later “bourgeois” economists used to confirm Boéhm-Bawerk’s 
characterization of the Marxian system as a “house of cards” (p. 118). Hil- 
ferding, who held a top position both as a Marxian economist and, in later 
years, as a German Social Democratic minister of finance, offers an intriguing 
counter-critique of the Bohm-Bawerk piece on Marx. 

As Dr. Paul M. Sweezy points out in his introduction, the divergence be- 
tween Marxian and non-Marxian analyses is generally such that it appears im- 
possible to reduce the two to one language. Neither accepts the other’s prem- 
ises, and, in the opinion of Marxists, the non-Marxists are unable or un- 
willing even to grasp their rivals’ purpose, “discovering the laws of motion 
of capitalist society” (pp. xx, xxi, 139). Hilferding’s defense of Marx, while 
making this general indictment, does offer the reader the satisfaction of 
coming to grips with most of Béhm-Bawerk’s criticisms. Since neither Bohm- 
Bawerk’s nor Hilferding’s works should be new to economists, the remainder 
of this brief review will be devoted to Sweezy’s able and provocative intro- 
duction, which places these works in the context of the lives and times of 
their authors. 

Most challenging in Sweezy’s introduction, probably, is his discussion of 
the point, emphasized with somewhat varying perspectives by Lange, Dickin- 
son and others whose view encompasses both camps, that, in the words again 
of Hilferding, “in striking contrast with Bohm-Bawerk, Marx looks upon 
the theory of value, not as the means for ascertaining prices but as the means 
for discovering the laws of motion of capitalist society.” These laws, however, 
are not natural and immutable but derived from the society from which they 
spring. And herein lies a fundamental difference in philosophy and method: 
Marxians find sterile the attempt to analyze and comprehend the fundamental 
social institutions and developments of man as a social animal exclusively 
in terms of real or imagined natural categories of utility or choice which 
exist because man is man or because of the “universality” of human thinking. 

Dr. Sweezy charges that Bohm-Bawerk “implicitly and unconsciously 
assumed” that Marx, like himself, was merely interested in solving the prob- 
lem of exchange ratios (pp. xii, xxi). But is this quite fair either to Bohm- 
Bawerk or many of his successors? As Sweezy himself states, Bohm-Bawerk’s 
major works were devoted to a rejection of earlier theories of Capital and 
Interest and substitution of his own Positive Theory of Capital. The latter 
work uses the subjective theory of value to offer a positive explanation of the 
reward to capital (time preference and the greater productivity of more 
round-about methods of production). Boéhm-Bawerk sees this explanation 
quite explicitly as a refutation of the socialists, whose exploitation theories had 
been gaining ground because of the inadequacies of the capital theories of 
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the classical economists. Hicks is perhaps a foremost example of a con- 
temporary economist who attempts to use a carefully constructed foundation 
of relative price theory as the basis for explaining the larger movements of 
capitalist society. 

It would be fairer to Bohm-Bawerk, and probably to his spiritual descend- 
ants as well, to recognize that he too was interested in broader problems 
than those of relative prices. However, as Sweezy correctly asserts, Bohm- 
Bawerk thought that by demolishing Marx’s theory of exchange value he 
would destroy as well Marx’s superstructure. Sweezy would do better, there- 
fore, to stress the point he made in his The Theory of Capitalist Develop- 
ment, that the acknowledged weakness of the labor theory of value as an ex- 
planation of relative prices does not impair its efficacy in explaining the 
broader problems of distribution, production, profits, business cycles and—in 
their Marxian conceptions—imperialism and the transition to socialism. 

I may venture a final word of protest at the unfortunate tendency of 
Marxian writers to fall back on what, at least to non-Marxian readers, are 
unexplained clichés. In particular, Sweezy would have done well to amplify 
the key concept of “laws of motion of capitalist society.” I suspect that the 
average reader will remain quite hazy as to just how Marx used the labor 
theory of value to elucidate these laws. Again, Sweezy himself has done as 
good a job as any one in using Marxian methods for explaining such promi- 
nent features of capitalist society as technological progress, growth of mo- 
nopolies, tendencies to a falling rate of profit and secular stagnation, pressures 
to export capital, and the possibilities of collapse of the capitalist economy. 
It is regrettable that he did not use his admittedly brief introduction to offer 
even a limited amplification along these lines. 

The reprints of the two important works are most competent; references, 
wherever possible, are related to extant English editions. An appendix con- 
tains a first English translation of an article by Ladislaus von Bortkiewicz on 
the transformation of values into prices of production in the Marxian system." 
Dr. Sweezy’s introduction, notwithstanding my critical observations, is a 
valuable contribution. The entire book is certainly, in Sweezy’s words, to be 
welcomed by “serious students of Marxian economics, whether hostile or 
friendly.” 

ROBERT EISNER 
The Johns Hopkins University 


Economic History; National Economies 


State and Economics in the Middle East—A Society in Transition. By A. 

Bonne. (London: Kegan Paul. 1948. Pp. xiv, 427. $5.00.) 
Five years have elapsed since this study was written by the director of 
the Economic Research Institute of the Jewish Agency (for Palestine). 
* Dr. Sweezy has called my attention to two minor misprints in the appendix: on page 


218, third line, “taking account of (9)” should read “taking account of (5)”; and on 
page 220, first line of footnote 2, “variable capital” should read “constant capital.” 
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Although the handicap caused by the lag in published statistics is not un- 
common in studies of underdeveloped areas, it isa particular drawback in 
the case of the Middle East where postwar changes of political and economic 
portent have been radical. The study’s primary value lies in: (1) the presenta- 
tion of a wealth of economic and historical material relating to an important 
period in the area’s development, and (2) the formulation of a point of view 
on the réle of state organizations in the economic life of the area. The ap- 
proach is retrospective and points up the problems of transition from a well 
delineated social order to a vaguely defined new society. The meat of the 
study is the detailed description of the social and economic fabric of the 
Middle East under the impact of western civilization (left undefined). The 
tools of analysis are primarily sociological, pointing up a series of social and 
economic phenomena and their complex interrelation. Although Iran and the 
Arabian peninsular states are technically excluded, reference is often made 
to them. 

Part I is an historical analysis of the changes in the organization and 
function of state bodies from the middle of the 19th century to the end of the 
mandate system. Of special value is the description of the transformation of 
governmental apparatus and the place of civil rights in the course of the 
liquidation of the Ottoman Empire. Throughout, illustrations contrast this 
transformation with that of public administration in Europe during the 
renaissance and counter-reformation. Applying the ideal standards of Western 
state formation, the author finds little in the pre-World War I Middle East 
to justify realization of the natives’ desires for “sensitive State organisms.” 
In criticizing the “high-flown wishes of the politicians,” however, the author 
underemphasizes the role of the Western powers seeking to protect strategic 
political and material interests in the Arab states. Beyond a short chapter on 
public finance, the state’s role in economic affairs, is neglected. 

Part II, covering the agrarian sector, considers the “stationary” institutions 
and features apart from the signs of transition and modernization. The 
detailed material on the various types of land ownership and the operation 
of the “Oriental feudal system” include a striking comparison with European 
feudalism. (The author asserts that the absence of a powerful urban citizenry 
of artisans and manufacturers prevented the formation of modern state organs. 
The role of the trading and shipping centers is not considered, however.) It 
is not clear (Chap. XIII) which of the social and economic features of 
stationary agriculture have persisted or to what extent the constitutional and 
political changes described in Chapter XVII have affected these features. 
Here the author may be excused by the lack of measuring rods for closely 
registering changes in the social fabric. Regardless of the factual rights of land 
Possession, the author concludes, “the fellah gained neither in political in- 
fluence nor economically” (p. 199) and the de facto shift in ownership 
strengthened and formalized the accumulation of large estates in the hands 
of absentee owners, despite the decline of the “dead hand” and collective 
ownership forms. 

Of special importance to the economist in the valuable descriptive material 
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on all forms of farming is the relation of cost of cultivating hillside terraces 
and other delicate installations to the cost of labor. The problem of valuation 
of résources and the impact of social institutions on the valuation is, however, 
not brought into the analysis. Turkey and Arab Palestine could have been 
cited as evidence that a shift to labor-saving devices (resulting in higher 
manhour output) is in part determined by agricultural wages, and vice versa. 
Such a discussion would have permitted the author to correlate more pre- 
cisely economic progress with social phenomena like lack of labor organization 
and the attitude of state authorities toward them. 

The author notes the important advances in irrigated agriculture but sees 
little hope for dryfarming improvements except in Israel where new social 
and technical forms of agriculture were introduced on a large scale.’ He 
fails to state the conditions under which such a revolution was possible, 
particularly the removal of the obstacles like land tenure and lack of capital. 
Remedial action for the other Middle East countries is postulated but not 
mapped out. Only one paragraph is given to the process of capital formation 
in the agricultural sector which must, in the absence of large loans and sub- 
sidies from abroad, bear the burden of improvement and expansion. 

The author, considering the fellah’s traditionalism a strong support for 
stationary agriculture, does not discuss changes in the fellah’s working men- 
tality as part of the transition process. Is the reader supposed to conclude 
that the “lack of all initiative and incentive to innovations” observed among 
the fellah is “permanently connected with special climatic, geographical and 
more deeply rooted historical and religious factors”? (p. 154) Only the final 
chapter contains some hints that such an inference would be unwarranted in 
the light of recent developments. 

In Part III, the industrial revolution and its historical antecedents in the 
pre-World War I period, are concisely described. Particular attention is paid 
to the rdle of foreign investments and the activity of State enterprises and gov- 
ernment industrialization policies in Turkey and Egypt. Statistics not other- 
wise obtainable in a single volume support the author’s historical treatment. 
Unfortunately, the frequent references to the weakness or absence of an 
entrepreneurial class in the Arab states and the need for the State to fill the 
gap (Chaps. XXIV and XXV) are not presented in relation to the economic 
prerequisites for the viability of a healthy entrepreneurial class. Again, the 
considerable wealth and entrepreneurial agility accumulated by merchants 
and traders is left out of account. The discussion of the contrast with Jewish 
Palestine (pp. 289, 302) suffers from inadequate consideration of the vital 
role played there by protective tariffs and non-Oriental sources of investment 
and non-Oriental technicians, entrepreneurs, and skilled laborers. An economy 
built up by colonists coming from an advanced economic environment and 


* Treating the Jewish collective farm enterprises as a new chapter in the history of 
agrarian society (p. 204) the author fails to present their financial aspects. Comprehensive 
operating data reveal that the majority have been losing money precisely because of the 
heavy cost of capital which the author claims as their main advantage. See C. W. Efroym- 
son, “Collective Agriculture in Israel,” Jour. Pol. Econ., Vol. LVIII, No. i (Feb., 1950), 
pp. 38-40. 
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subsidized from abroad to the extent of half of each year’s investment can be 
considered only an economic apostle of the West and not an example for the 
Middle East economic system. 

Chapter XXVI is by far the most valuable in the book, painting in various 
statistical series the economic effects of industrialization on employment, out- 
put, composition of foreign trade, and consumption capacity. Chapter XX VII 
is a healthy antidote to the Clapp Mission’s recommendations (Final Report 
of the UN Economic Survey Mission for the Middle East, Lake Success, De- 
cember, 1949) inasmuch as it shows persuasively the need for industrializa- 
tion because of population pressure and low agricultural income, the limita- 
tions of expanded agriculture without improved distribution facilities, and 
higher domestic purchasing power. 

The summary of advances in industrialization during and after the last war 
(pp. 386-392) is sketchy and bare of statistical evidence. As a result, the 
reader sorely misses a discussion of the economic effect of the tremendously 
expanded oil production and distribution facilities which represent an invest- 
ment of about $2-3 billion. One misses also a discussion of the financial 
organization of the Middle East economies, balance-of-payments problems, 
and the place of fiscal and monetary policies in economic development. 

Part IV deals with purely sociological aspects of the changing economic 
system: social organization, economic ethics, and religious traditions. Most 
of it is admittedly an exercise in selecting and interpreting an abundant 
literature, some parts of which are thinly supported by reference to actual 
experience. Here the author is led to hazardous generalizations which conflict 
with what other students of these matters have observed (See S. B. Himadeh 
in Middle East Journal [January, 1950], pp. 111-113). The chapters on 
nomads and city society (XXX, XXXIV) are not closely tied in with the 
body of the study. 

Despite its deficiencies, the volume collates valuable material with com- 
plete bibliographic notes and statistical references. It presents thought-provok- 
ing perspectives and analytical techniques. That it is not the author’s final 
word on Middle East economics is indicated in his more technical study on 
the economic potentialities of the area? suggesting detailed investment and 
improvement programs in agriculture and industry. 

PETER G. FRANCK 

The American University, Washington, D.C. 


Wealth of the American People—A History of Their Economic Life. By 
James A. Barnes. (New York: Prentice-Hall. 1949. Pp. x, 910. $5.75.) 
Textbooks dealing with the economic history of the United States threaten 
to become as plentiful as “Principles of Economics,” and while they have not 
yet achieved the variety of approach and content which has come to charac- 
terize the volumes in introductory theory, the trend is in the same direction. 
While the economic histories remain similar in their chronological and topical 


74. Bonné, The Economic Development of the Middle East—an Outline of Planned 
Reconstruction (Kegan Paul, London, 1945). 
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organization, their major divisions into pre- and post-Civil War periods, the 
chapters devoted to agriculture, banking, manufacturing, labor, and the like, 
the content of the individual chapters is becoming increasingly divergent. The 
differences arise principally from the amount of attention given to political 
and social subjects as distinguished from the more narrowly economic; such 
differences finding their justification in the search for a proper synthesis. The 
diversity of opinion as to the content of such textbooks was given emphasis 
at a recent panel discussion of the subject.* 

In the present volume the treatment of economic affairs is sandwiched be- 
tween extensive discussion of the political and more particularly the social 
aspects of our history. The title, while it may serve to distinguish the book 
from others in the field, does not describe the contents of the book since the 
word wealth is given a meaning quite different from that commonly accepted 
among economists. The author in his preface writes that “the one great dis- 
tinguishing thing of Americans is their wealth—wealth not so much in money 
as in goods; in leisure; in educational and cultural opportunities; in ability 
to try the new products of science and therefore to encourage them; in privi- 
leges usually reserved for the few; and even in rights to dream and hope far 
beyond the horizons of other millions on the earth.” The diffusiveness of the 
definition reflects the contents of the book. Wealth, whether money or goods, 
receives no systematic, summary treatment. 

Some clues to the author’s criteria for including or excluding data is given 
in the statement that “social and economic things among the great mass of 
the people cannot be separated,” and that “economic history is a history of 
consumption as well as of production.” Our expectation that we will be given 
a discussion of changes in the volume and composition of the consumption of 
the people, of the way in which they employed their privileges is, however, 
only partially fulfilled. There is much scattered discussion of these topics but 
nowhere is there a broad summary evaluation. The phrase “standard of liv- 
ing” does not appear. There is little evidence that the work of Edgar W. 
Martin? has been used, nor is there any effort to emulate Professor Chester | 
Wright’s outstanding effort to summarize the changes in the content of living. 
One looks in vain for an analysis of the level of consumption during World 
War II though that is as striking a phenomena of our recent history as might © 
be found. ; 

As is too frequently true of efforts to achieve a synthesis, one or a few of 
the segments of the picture receives disproportionate attention. In this volume, 
this is particularly true in the last two chapters discussing the war period and 
reconversion. Here the story is told almost entirely in terms of the war organ- 
ization of the federal government and the search for a reconversion policy. 
The war production record is measured in terms of the achievements of a few 
individual producers without summation. Its effects upon such matters as re- 


*See Edward C. Kirkland, “The Place of Theory in Teaching American Economic 
History,” The Tasks of Economic History, Journal of Economic History, Suppl. IX, 1949, 
pp. 99-102. 

? Edgar W. Martin, The Standard of Living in 1860 (University of Chicago, 1942). 
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sources, capital, or distribution of income go unnoticed. 

This volume is basically what has come to be called for lack of a better 
term “social history.” Like such works, it is episodic in treatment, seeking to 
achieve its objectives by creating impressions derived from brief sketches, 
anecdotes and quick references to a multitude of subjects. Though there is a 
sparse scattering of statistical data, no use is made of such summary statistical 
tools as national income or gross national product. Cost-of-living indices which 
are certainly indispensable if not infallible tools in analysis of the shifting 
status of the consumer remain largely unused. 

Comments such as these may be taken by some as measures of virtue; by 
others as indicators of inadequacies. Historians and perhaps some economists 
confronted with the task of guiding freshmen and sophomores through a course 
in the historical aspects of our nation’s economic life and institutional devel- 
opment, under whatever euphemism, would do well to consider the book for 
its high level of readability. It should arouse and hold interest. These are no 
mean virtues. 


CLARENCE H. DANHOF 
Princeton University 


The House of Baring in American Trade and Finance: English Merchant 
Bankers at Work, 1763-1861. By Ratpu W. Hivy. Harvard Studies in 
Business History, Vol. XIV. (Cambridge: Harvard University Press. 


1949, Pp. xxiv, 631. $7.50.) 


This meticulously detailed history—there are 132 pages of notes and ref- 
erences—is based chiefly on an exhaustive study of such of Baring’s corre- 
spondence as was available, there being little before 1827 and some gaps in 
subsequent years. The account books, unfortunately, were not obtainable. In 
addition, the resources of American libraries have been carefully combed for 
manuscripts or other material relating to Baring’s activities in this country. 

As Professor Gras’s Introduction notes, this “is the study of a merchant 
banking house in the period of transition from mercantile capitalism to in- 
dustrial capitalism.” The author states his objective was “to tell what, when, 
why, and how the House of Baring did what it did in financing American trade 
and marketing American securities prior to 1861,” to analyze its policies or 
techniques, and describe its operations in these activities. Actually, however, 
the account comes nearer to being a general history of Baring’s, for consider- 
able space is devoted to transactions with countries other than:the United 
States. The result is as detailed an account of the activities of a great Anglo- 
American merchant banking house of this period we are ever likely to obtain. 

For most readers what will prove of greatest interest is the variety of finan- 
cial activities and the world-wide scope of operations in which such a house 
was prepared to engage. Extension of short-time credit, chiefly in the form of 
acceptances, on various types of security was the backbone of its business, but 
it dealt in exchange, marketed a variety of government or private bund issues, 
handled goods on a commission basis, operated extensively for its own ac- 
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count in the securities or commodities entering international trade, had ship- 
ping interests, and controlled an iron manufacturing plant. The range of its 
activities extended over Europe, Canada, Latin America, and the Far East as 
well as the United States. : 

Baring’s interests in the United States steadily rose from 1795. From 1828, 
with an American partner in the House, such interests dominated its ac- 
tivities until 1843. Thereafter, due to various reactions following the panic of 
1837, changes in the character or in the methods of handling American for- 
eign trade, increased competition particularly from more specialized agencies, 
and developments elsewhere, a growing proportion of Baring’s activities was 
transferred to other regions, especially to the Far East. In the financing of 
the American trade to that region it always played an outstanding role. 

Throughout, marked attention is devoted to an analysis of Baring’s policies, 
particularly to those reflecting efforts to make adjustments to the business 
cycle. Conservatism stressing safety above all things was dominant and rules 
designed to ensure safety were seldom modified for the sake of preventing loss 
of business to competitors. Alertness to opportunities, excellent timing, and 
flexibility in adjustment to changing business conditions together with its 
conservatism explain the great success and enhanced reputation with which 
this House came through the financial crises of this period. 

Current ideas concerning the financing of Anglo-American trade and invest- 
ments during the period covered, to which Dr. Hidy’s previous articles made 
a substantial contribution, will require little modification because of the facts 
brought out in this history; in the main, these facts have the value of pro- 
viding added support for those ideas. The new material likely to prove of 
greatest interest to most readers relates to Baring’s activities as a financial 
agent of the United States government, its relations with the Second Bank of 
the United States and the bank’s successor, its propaganda for resumption of 
specie payment and various measures to support American credit after 1837, 
and the details concerning its handling of various state or railroad bonds. 

CHESTER W. WRIGHT 

University of Chicago 


Statistics and Econometrics 


The Statistical Agencies of the Federal Government—A Report to the Com- 
mission on Organization of the Executive Branch of the Government. By 
Freperick C, Mitts and CLarENce D. Lonc. (New York: National 
Bureau of Economic Research. 1949. Pp. xiv, 201. $2.00.) 

The “Hoover Commission” on Organization of the Executive Branch of the 
Government recognized that a sound statistical organization was necessary to 
provide the guides for general policy determination as well as detailed deci- 
sions in an effective federal government. The National Bureau of Economic 
Research was requested to undertake a survey of the federal statistical system. 
The resulting report, made after an intensive five-month survey in 1948, ap- 
peared as one of the Commission’s task studies of governmental organization. 
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The Mills-Long study:as now presented in expanded form by the National 
Bureau describes the broad scope of the federal system of “statistical intelli- 
gence,” its organization, an appraisal, and detailed recommendations for im- 
provement, together with an extensive appendix. The only other survey and 
appraisal that approaches it in comprehensiveness and insight was that pub- 
lished in 1937 as the report of the Committee on Government Statistics and 
Information Services. That committee which began its work in 1933 was es- 
tablished by the American Statistical Association and the Social Science Re- 
search Council, the latter organization publishing the 1937 report. As a mem- 
ber and for a time the chairman of that committee, Dr. Mills is especially 
well equipped to bring mature judgment and vision to the problem as joint 
author of the present Report. 

Almost ever since 1789 when the government first began the collection of 
statistics, the merits of a centralized as against the existing decentralized sys- 
tem of collecting data have been discussed. After describing the growth and 
ramifications of the present structure, the Mills-Long report considers this 
problem at some length and recommends that where statistics are not a by- 
product of administrative or regulatory activities or where their collection 
does not require highly specialized knowledge, their collection and tabulation 
should be centralized to the Bureau of the Census. A number of instances are 
cited where overlapping of functions (not necessarily the actual collection of 
data) exists. In some cases such as the field of statistics on the labor force, 
employment, payrolls and unemployment, the maintenance o: the present de- 
centralization by which figures are often obtained as by-products of operating 
activities is approved. Here, however, “the duty of over-all estimates and in- 
terpretations (should be) clearly vested in the Bureau of Labor Statistics un- 
der the general coordinating authority of the Office of Statistical Standards 
and Services.” The agencies that contribute in one way or another to this 
special body of data include the Bureau of the Census, the Bureau of Labor 
Statistics, the Bureau of Old-Age and Survivors Insurance, the Bureau of 
Employment Security, the Interstate Commerce Commission, the Federal 
Communications Commission, the Bureau of Mines, the Bureau of Agricul- 
tural Economics, the Civil Service Commission and other agencies that obtain 
such facts as a part of their basic operations. Each of these agencies performs 
its essential part, under its respective legal authority. Their considerable num- 
ber in this one field alone provides a good answer to those who express amaze- 
ment at the large list of so-called statistical agencies operating in all fields of 
data collection. 

In other cases of overlapping, the Report finds no adequate justification 
other than present legal provisions for the collection of statistics in the agen- 
cies involved. But since it would be nearly impossible to rewrite all the stat- 
utes and special clauses, the central coordinating agency should be given spe- 
cific authority to assign these functions among the agencies. Until fairly re- 
cently no central coordinating authority has existed. The resulting growth over 
the years resembles the growth of a city where no zoning laws or basic plan 
prevailed. Yet it must be admitted that even with the additional functions 
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recommended for this central staff, its plans and its voice may still sometimes 
be overruled by urgent social pressures. Thus the collection of taxes, establish- 
ing eligibility, the payment of benefits, etc., that were all part of the vast new 
social security system created in 1935 were far more important to get under 
way than were statistical by-products. Advance statistical planning often met 
a deaf ear. Under ideal circumstances the establishment of such basic new 
agencies should have been accompanied by a thorough revamping of a large 
portion of the interagency statistical organization. It is doubtful whether even 
today or even with the several added functions recommended by the Re-. 
port, adequate statistical provisions could be made under similar circum- 
stances. 

The Report may be criticized for not having put enough stress on the need 
for maintaining one of the strongest features of the American statistical sys- 
tem—its relative independence throughout most of its development from the 
controls or influence of particular pressure groups or administrative dictates. 
It does recommend, “That, in view of the necessity for objectivity in the 
collection, organization, and presentation of the facts of national life, the 
functions of fact finding be clearly distinguished from activities involving the 
setting of social goals or the promotion of special aid programs.” This recom- 
mendation is certainly clear enough, and perhaps its implementation can be 
taken for granted in the provisions for standards for presentation and publi- 
cation, the cataloging and identifying of the many statistical series, and the 
existence of a strong central coordinating unit that does not itself collect or 
use statistics. And yet, as statistical data are used more and more for the de- 
termination of particular economic actions, such as wage rates based on price 
ihdexes, or changes in public works activities or fiscal policies based on un- 
employment estimates, they will the attacked by the disgruntled. The entire 
system needs to be polished up and made shipshape for inspection even though 
it is basically seaworthy. Apparent inconsistencies or duplications in data, in- 
adequate definitions and insufficient frankness regarding the limitations of a 
particular series and the many other ins and outs of the complex system must 
be corrected or clarified so that the true significance of at least the basic fig- 
ures is made understandable not only to the expert and initiated but also to 
the business, farm and labor users of data, the legislators and the ad- 
ministrators. 

Since its publication, some of the recommendations of this distinguished 
report have already been adopted. If most of the others can be put into 
effect in the years to come, they will do much to help statistics to perform 
their role in the democratic process. 

DonaLp C. RILEY 

Washington, D.C. 


The Measurement of Production Movements. By C. F. CarTER, W. B. RED- 
DAWAY and RicHarD STONE. (New York: Cambridge Univ. Press. 1949. 

Pp. vii, 135. $2.75.) . 
This volume, the first of a series of monographs published under the aus- 
pices of the Department of Applied Economics of the University of Cam- 
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bridge, describes the London and Cambridge Economic Service index of Brit- 
ish industrial production. In the first two-thirds of the book the authors dis- 
cuss the many methodological issues encountered in the practical work of put- 
ting the index together and relate them to index-number theory in general. 
The remaining pages contain a detailed account of the basic sources and 
weighting system used in the London and Cambridge index. The earlier part 
will be of general interest to statisticians; the latter part will primarily be of 
value to those concerned with British production statistics. 

The expressed intention of the authors is to aggregate net outputs (i.e., to 
measure work done, but to exclude materials consumed) in order to obtain 
an unduplicated measure of the output of the industries covered (manufactur- 
ing, mining, construction, and electric and gas utilities). They explicitly state 
that the appropriate weighting system rests upon “net output content” (i.e., 
value added) ; indeed, value-added weights are applied, not only in combining 
industries but (where possible) in combining the outputs of individual com- 
modities within industries. A careful reading discloses that the authors realise 
that most of their output series relate to gross and not to net output. Yet the 
reader would welcome an explicit admission that, like virtually all other index 
numbers of production, their index combines gross outputs by means of value- 
added weights. It follows the general practice, that is to say, of relying upon the 
(sometimes demonstrably false) assumption that gross and net output, for in- 
dividual industries and commodities, always move in the same way. The reader 
sometimes obtains the impression that duplication has been eliminated, once 
it has been removed from the weighting system; whereas strictly the output 
series should each be adjusted through the reduction of appropriate input 
series. 

Explicit attention is given to this question in the case of residential con- 
struction, where variations occur in the degree of fabrication of materials: for- 
tunately the data allowed “prefabs” and regular homes to be treated as sep- 
arate commodities. The authors cite the shift from self-supplied to purchased 
electricity as a source of upward bias. Harder to trace are economies in fuel 
and materials which raise the ratio of net to gross output for a single industry. 
Because we rely on gross output for our measure, such economies lead to down- 
ward bias, for in a progressing system the lagging output of materials is indeed 
reflected in the index—but not the more efficient fabrication. 

Such is merely one of many lines of reflection provoked by this stimulating, 
if necessarily technical, monograph. The total index and its components com- 
pare 1935 with 1946, and are shown monthly from January, 1946 through 
June, 1948. They are kept up-to-date in the Bulletin of the London and Cam- 
bridge Economic Service. The detailed information which the authors furnish 
concerning the sources and construction of their own index may be com- 
mended, both in substance and in presentation, as a model of what should be 
—but too seldom is—published by official compilers. The comparison reflects, 
not only upon the British Central Statistical Office, but upon our own Board 
of Governors of the Federal Reserve System. 

HAROLD BARGER 

Columbia University 
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Economic Systems; Planning and Reform; Cooperation 


Lezioni di Politica Sociale. By Luic1 E1naupt. (Torino: Typografia Fratelli 
Pozzo, Guillo Einaudi, editore. 1949. Pp. xviii, 252. L. 1000.) 


The essays in this volume were prepared in Switzerland during 1944, and 
they are divided into three parts. Part One consists of an elementary chapter 
on the economics of the market, prepared as a guide for teachers in civic 
education classes held for about 20,000 Italian refugee soldiers in some 200 
Swiss camps. Part Two, with four chapters, is a stenographic report of lectures 
delivered to Italian students in law, economics, and engineering at the uni- 
versities of Geneva and Lausanne. They deal with the theoretical basis of 
social legislation, social security, labor unions, and profit sharing. Part Three 
is the beginning of a course that was to be given in Geneva, but which was not 
given because the author returned to Italy. It deals with equality in the strug- 
gle for success. The material is presented as it was originally prepared. 

Although prepared for diverse groups, the essays nevertheless have unity. 
The purpose is to show how solutions of economic, political, and social prob- 
lems affect the economy, and the point of focus is the operation of a free 
competitive market, mostly an assumed perfect market. The method is almost 
wholly deductive. That the method has serious limitations in explaining the 
real world is obvious, but as used by Einaudi in these essays it has the great 
advantage of setting up an objective standard that most of his countrymen 
had lost sight of for years. 

Here a great economist who lived through a bureaucratic, totalitarian re- 
gime and saw what it did to human values restates his basic faith in a demo- 
cratic, capitalistic economy. It is true that a free and competitive market sys- 
tem does not achieve “‘justice.”” But he finds it a preferable alternative to a 
system of prices, quantities, qualities, and conditions imposed by qualcun 
altro, a system in which heretics and rebels cannot be tolerated, where drab 
uniformity tends to prevail, and where the new loses its reason for being. No 
system of suffrage can compare with a free competitive economy in meeting 
the daily wishes of the people. In a competitive system there are sure to be 
abuses. But most of those abuses seem to result from badly conceived legisla- 
tion, such legislation, for example, as fosters monopoly and hampers the mo- 
bility of people and goods. 

It is not that Dr. Einaudi objects to social legislation as such, but only to the 
kind that seriously interferes with the functioning of a system of free markets. 
However, most American economists today would accept considerably more 
controls over the economy than seem good to him. Perhaps that is because 
their experience differs so much from his. 

DoMENIco GAGLIARDO 

University of Kansas 


National Income and Social Accounting 


Studies in Income and Wealth. Vol. XI. By the Conference on Income and 
Wealth. (New York: Nat. Bur. of Econ. Research. 1949. Pp. xii, 450. $6.00.) 
This volume includes most of the papers presented at the eleventh (the 

1946) meeting of the Conference on Income and Wealth. The papers pre- 
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sented here cluster about three fields of interest: (1) problems of measuring the 
labor force and its industrial distribution; (2) comparisons of real income in 
dissimilar geographic areas; and (3) forecasts of over-all measures of income 
and employment. 

Two papers, one by Solomon Fabricant and the other by Daniel Carson, 
present estimates of the industrial composition of manpower in the United 
States since 1820. These papers extend the work of others in this field, 
notably Edwards and Whelpton, and include some penetrating comments on 
Census of Occupations concepts and data. In her comments on these papers, 
Gladys Palmer presents an interesting historical comparison of the distribu- 
tion of gainful workers and of employed persons for Philadelphia. A third 
paper by Clarence Long on the effect of changing income and employment 
on the supply of labor will be published by the NBER as a separate mono- 
graph. 

Nathan Koffsky attempts to set up a new concept of “parity” defined as 
“the income necessary to yield to the farmer a purchasing power approxi- 
mately equivalent to that of the urban worker,” and measures divergence from 
this “parity.” The criticisms of this paper, in the main, center about the lack 
of equivalent consumption budgets and inadequate price data. Hans Staehle 
presents a new approach—the “dissimilarity method”—to the problem of 
comparing real income between nations. This method depends upon locating 
income groups that differ least in consumption patterns. The procedure pairs 
the income groups in the two situations for which the relative distributions of 
the cost of goods and services at fixed prices are most similar. This approach 
is an intriguing one, but its general usefulness is questionable. 

The last two papers on economic forecasts are probably of most general 
interest. Michael Sapir presents a careful and detailed analysis of what was 
wrong with the postwar transitional forecasts. Using the work of Everett Ha- 
gen as a prototype of Washington forecasts, Sapir systematically lays out the 
procedures involved in the usual aggregative type of income and employment 
forecast. (This is a follow-up to the forecast published by Hagen in Volume X 
of Studies of Income and Wealth.) Franco Modigliani presents a new ap- 
proach to analyzing fluctuations in the saving-income ratio. His hypothesis is 
that current savings depends not only on the current level of income, but also 
on its highest previously sustained level. (This approach to the consumption 
function is also advocated by James Duesenberry in his recent book, Jncome, 
Saving, and the Theory of Consumer Behavior.) ' 

MarvIN HorreNnBERG 

Washington, D.C. 


Public Finance 


Public Finance and National Income. By Haroip M. Somers. (Philadelphia: 

Blakiston. 1949. Pp. xii, 540. $5.00.) 

This book is the first really comprehensive attempt to integrate fiscal theory 
with traditional material on public finance. Two introductory chapters on 
“The Place of Government Finance in the Modern Economy” are followed 
by four on government expenditures, ten on taxation, three on government 
borrowing, three on state and local finance, and a final three on “Fiscal Policy 
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and Economic Activity.” The author’s announced attempt is to avoid empha- 
sizing purely administrative aspects in favor of emphasizing fiscal considera- 
tions. 

The analysis is competent and, with a few exceptions, each piece of it is 
well presented. The volume will be useful to many students of the subject. Yet 
it is not fully successful for reasons which I think spring more from the need 
of an added six months of editing by the author than from the intrinsic diffi- 
culty of the task. 

The book is not an integrated whole. In the discussion of each phase of 
governmental activity, major emphasis is placed on the income-effects, and the 
concluding section presents on over-all theory of fiscal policy. There is much 
repetition between these various sections. Yet there is an almost total failure 
to integrate these parts. There is in fact hardly a cross-reference between 
them. The successive parts of the book are more nearly unrelated monographs 
than parts of one text. This difficulty, like the one discussed immediately 
below, arises in part from the fact that previously published articles by the 
author are incorporated in this volume with little or no adaptation. 

A second major defect of the volume, in my view, is the marked lack of 
proportion in the treatment of various topics, and the great variation in the 
level of treatment. The book falls among the three stools: it is partly an 
introductory text, partly an advanced text, and partly a collection of highly 
specialized scholarly studies. The factual material presented is elementary 
and since it is not used in the analysis serves no purpose except as elementary 
background material. Yet there is so little explanation of the functioning of 
government in its financial operations and so much income analysis which is 
beyond the grasp of the typical student at the time when he first studies 
public finance, that the book will not serve as an introductory text. It is perhaps 
most useful as an advanced text. But Chapter 4, which contains among other 
things a brief discussion of each of six variant multiplier concepts; and 
Chapter 5, which presents an elaborate discussion of the acceleration prin- 
ciple, including its relation to Hayek’s business cycle theory (7 pages) and 
a critique of Tinbergen’s attempt to test the principle statistically (10 pages), 
are hardly text materials. Professor Somers apparently realized some incon- 
gruity, since a note at the beginning of each of these two chapters suggests 
that if the reader wishes a summary treatment he should turn directly to 
Chapter 6; but this chapter presents a quite inadequate treatment. The same 
incongruity of level of treatment is apparent between sections of other chap- 
ters. It also seems to me that not enough attention is paid to non-income 
effects of government financial activities, for even an advanced text. 

An exception to the generally good quality of presentation is Chapter 2, 
which presents a statement of the place of government activity in national 
income concepts that is much more apt to be confusing than enlightening 
to a reader not already well versed in the field. 

Attention should be called to the concluding section, dealing with the 
multiplier effect of balanced and unbalanced budgets. Somers’ treatment is 
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a great advance over the usual falsely simple presentation of a unit multi- 
plier effect of government expenditures balanced by taxes. The presentation 
of a “general theory of balanced budgets,” though based on the unreal assump- 
tion that government spending policies are so ordered that successive increases 
in expenditures will have successively smaller expansive impacts on the 
economy, will be of interest to students in this area. 
EvERETT E. HAGEN 
University of Illinois 


International Economics 


A Charter for World Trade. By Ciaik Witcox. (New York: Macmillan. 
1949. Pp, xvii, 333. $4.50.) 

Professor Wilcox has written a strong brief in support of the International 
Trade Organization, as might be expected of one of its chief architects. He has 
reviewed the various criticisms leveled against this complex code of fair 
practice in the field of international trade, commodity-control, and invest- 
ment. He has concluded that it is this Charter or none, since it is unlikely 


that another such gigantic multilateral negotiation would be undertaken; and. 


that, despite the escape clauses, exceptions, and compromises, the Charter 
will provide a means of reducing and controlling restrictions and discrimina- 
tion in the international economy. With this general conclusion the reviewer 
concurs. 


Part I contains a brief survey of thirty years of troubled trade and of 
American trade policy, and describes the negotiations which resulted in the 
Charter of the I.T.O. which is to be considered by the Congress during the 
present session. The statement (p. 3) that when a nation depreciates its cur- 
rency “it gives its own producers an artificial advantage over the producers 


” 


of other nations . . .” seems to embody a theory of foreign exchange which 
I can’t except. Surely if an exchange rate is “correct” in the equilibrium sense 
of that word, it does not give an “artificial” advantage even though it has 
been arrived at by depreciation. 

Part II, comprising the greater part of the text, is an analysis of the 
Charter of the I.T.O. chapter by chapter, and more briefly of the General 
Agreement on Tariffs and Trade (GATT) which is already in exist- 
ence, This analysis convincingly establishes the solid achievement of the 
negotiators, despite the inescapable compromises. Members must negotiate 
to reduce trade barriers, avoid administrative hindrances, and resort to 
quantitative restrictions (Q.R.) only under specified conditions. These condi- 
tions relate to the enforcement of agricultural programs, the protection of 
monetary reserves, and the economic development of under-developed coun- 
tries. If Q.R. are used to protect monetary reserves, the need for them must 
be justified to the satisfaction of the International Monetary Fund (I.M.F.). 
This same procedure is presently operating between the I1.M.F. and GATT, 
and, if vigorously applied, can prevent the abuse of this excuse for Q.R. But 
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the reviewer can testify that the determinations which the I.M.F. must make 
are not simple and can be a source of violent controversy. The conditions 
surrounding the use of Q.R. by under-developed countries also will at the least 
permit other countries to plead potential injury before an established export 
tribunal. Finally, the interrelationships between Q.R. and exchange controls 
call for coordination between I.T.O. and I.M.F. 

The Charter condemns cartels and yet permits international agreements 
to control the production and sale of primary commodities. The negotiators 
were obliged to recognize insistent arguments that the special conditions under 
which primary commodities are generally produced frequently impel govern- 
ments to undertake control. Sut the Charter does set principles and rules to 
govern such international control schemes. Professor Wilcox concedes (p. 
124) that the rules can be evaded; but he rightly argues that it is better to 
have rules than not to have any agreed standards at all. 

_ Some of the most strenuous negotiation turned on the issue of full employ- 

ment. With Australia and the United Kingdom leading the arguments, the 
Charter was drafted so as to recognize the “influence of external factors upon 
the preservation of domestic stability” (p. 136). But the implication of sole 
United States responsibility for world stability was removed in the final 
draft and the commitment “is not to assure full employment but only to take 
action designed to de so... .” Professor Wilcox notes (p. 134) that no pro- 
posals were made during the I.T.O. negotiations that stability could be 
accomplished by international coordination; but the recent Experts Report 
to the United Nations on National and International Measures for Full Em- 
ployment is ample evidence that the campaign for international action in this 
field is continuing. 

The provisions relating to international investment have probably disap- 
pointed the American businessman interested in the international field more 
than any other part of the Charter—to the point of alienating a great deal 
of the support which otherwise could have been counted upon. The Charter, 
it is true, forbids discrimination against foreign capital, but the exceptions are 

iany and “undesirable” (pp. 146-148). But Professor Wilcox suggests that 

these provisions are but a beginning, and emphasizes that members are re- 
quested to participate in negotiations directed toward special investment agree- 
ments. The United States is already engaged in such negotiations. 

Part III is devoted to an evaluation of the Charter but most of this evalua- 
tion emerges in the earlier chapters also, as has been indicated in previous 
paragraphs. The author quite properly concludes that the most far-reaching 
exception in the Charter is the one that allows a country to impose quotas to 
meet a balance-of-payments deficit (pp. 203-4). He admits that the I.T.O. 
could not be given authority to intervene in the internal economic policies of 
countries and mentions that the I.M.F. also is forbidden to require adjust- 
ments in “the domestic, social, or political policies of its members.’’ How- 
ever, the I.M.F. does have the power to consider the economic policies of 
members as bearing on their balance-of-payments situations and has exercised 
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this power in much of its work. In this respect the I.T.O. probably is more 
restricted than the I.M.F. But the author is correct in concluding that the 
determination of sovereign countries to safeguard their right to determine 
their internal economic policies will continue to be a major hindrance to the 
efforts of international organizations in the economic field to exercise genu- 
inely effective powers. 
FRANK A. SOUTHARD, JR. 
Washington, D.C. 


The Economic Munich: The 1.T.0. Charter. By Puitie Cortney. (New 
York: Philosophical Library. 1949. Pp. xx, 262. $3.75.) 


The greater part of this book consists of a polemic against the Havana 
Charter of the I.T.O., which the writer considers to be so grave a threat to 
human freedom as to deserve the appellation of “Economic Munich.” The 
rest of the volume is devoted to essays and reprints of the author’s articles 
on business fluctuations and Keynesian economic theory. 

Most of the author’s arguments against the I.T.O. are familiar. For ex- 
ample: The Charter, in the name of balance-of-payments difficulties, en- 
courages rather than discourages practices which hamper free international 
trade; the Charter is a palliative for Britain’s difficulties, “replacing a sound 
solution to the British problem,” and helping Britain to persist in “wrong 
policies,” etc. 

But Mr. Cortney’s particular bétes noires are Article 3(1) (the full-employ- 
ment provision) and the related Article 21(4b) of the Charter, which he labels 
as “cancerous.” Article 3(1), it will be recalled, reads: ““Each member shall 
take action designed to achieve and maintain full and productive employment 
and large and steadily growing demand within its own territory through 
measures appropriate to its political, economic and social institutions.” Ac- 
cording to Cortney, this clause commits the signatories to maintain full 
employment without regard to consequences such as inflation, external defi- 
cits, exchange control and trade restriction. Pursuit of such a full employ- 
ment policy, he claims, must in the end be fatal to the system of free private 
enterprise. Cortney’s remedy for this allegedly basic fault in the Charter is 
astonishingly simple. He would merely substitute for the language now in 
Article 3(1) the following: “. . . to achieve and maintain full and productive 
employment through means, and to the extent that the use of such means 
is consistent with the preservation of its political, economic and social insti- 
tutions.”! 

Some of the reasoning in The Economic Munich is not without cogency, but 
in general the approach is emotional and evangelical. The book does not 
contain the type of careful, objective analysis needed to convince the serious 
student of commercial policy problems. 

ALEX M. RosENSON 

Washington, D.C. 
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Business Finance 


Theory in Marketing. Edited by Reavis Cox and WroE ALpErsON. (Chicago: 
Richard D. Irwin. 1950. Pp. x, 340. $4.50.) 

Marketing literature has been dominated by descriptive material related 
to institutions and their functions, and by analysis of the strategy of com- 
modity distribution from the management point of view. The burgeoning 
interest in the theoretical aspects of the subject represents a useful develop- 
ment that transits the work area of economists and students and practi- 
tioners of marketing, with a considerable potential challenge to intellectual 
stereotypes in both fields. The volume is a symposium sponsored by the 
American Marketing Association largely in the interests of stimulating addi- 
tional thinking rather than presenting conclusions drawn from an organized 
body of research and mature analysis. As might have been expected, therefore, 
some of the contributions are of a high order of excellence while others are 
mediocre; the book’s organization hovers between the logical and the hap- 
hazard; and there are disconcerting gaps where the reader expects substantial 
discussion. The editors acknowledge these deficiencies in a foreword which 
stresses the absence of a traditional organization of subject matter at this 
rudimentary stage of development, and the decision to invite contributions 
from individuals known to be interested in the evolution of theory in relation 
to the marketing of goods and services, rather than to draw up a rational 
structure for the volume and proceed to assign chapters to fulfill the editorial 
design. 

The book’s twenty chapters are divided into four groups. The first presents 
some new concepts for marketing theory: potentials of population in rela- 
tion to market measurement (one aspect of the attempt to concretize human 
relationships that is becoming identified with the term “social physics”), the 
significance for marketing theory and research of the late Professor Kurt 
Lewin’s work in vector psychology, and aspects of adjustments to change in 
dynamic market structures. In general, the essays in this part of the book 
are concerned with the application to marketing of concepts and research 
techniques developed in other fields of study. 

The second group of essays considers a number of aspects of the relation 
of economic theory to marketing. There is considerable discussion, in differ- 
ent chapters, of the utility of the theory of the individual firm and its behavior 
as a realistic basis for constructive analysis and understanding of marketing 
operations. On the demand side, one chapter concerned with the behavior 
of consumers stresses the complexity in a ‘“‘non-economic” sense of consumers’ 
actions and choices, and another, probably of greater general interest, dis- 
cusses the analysis of demand in relation to time. 

The third part of the volume is disappointing in its fragmentary treatment 
of public policy as applied to the theory of competition. Only three essays 
are presented in this area. In the fourth group of chapters an effort is made to 
refine as analytical tools some concepts familiar to economists and marketing 
men: measures of decentralization of trade in metropolitan areas; clustering 
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of competing firms in wholesale produce markets; application of the laws of 
probability to studies of the influence of frequency and continuity in adver- 
tising; and measures of social gain and social waste in intensive competition 
among large numbers of small firms. 

It is impossible to appraise all contributions to the book within the limits 
of a review and unfair to single out only a few for critical analysis. Instead, 
since the volume is intended to stimulate thinking and discussion, the writer 
would like to suggest some lines for study and research that might be ex- 
plored with profit by those who are in a position to build from this introduc- 
tory symposium. 

First, a comment on the delayed development of theory in marketing. 
It is curious to discover among teachers and practitioners of marketing a 
schizoid attitude toward theory. On one side there is a disposition, particularly 
marked among the younger men, to believe that the building of a body of 
significant theory is important and to assert their major interest in working 
in this area. On the other side there is the frequently expressed opinion that 
applications of economic theory to commodity distribution are often “unreal- 
istic” in the sense that they fail to explain the facts. It may be pertinent to 
suggest that repeated case studies of market behavior and marketing practice 
urge generalized integration concepts in a larger context than even the most 
complex cost-price, short- and long-run analyses. Recent work in manage- 
ment-labor relations has been compelled to abandon simple concepts of stimu- 
lation by reward and punishment and to integrate theory within the larger 
frame of the whole personality of social groups with all the complexity of 
motivation implicit in this larger cosmos. 

It would be valuable for both economists and students of marketing to 
consider the potentials for a new body of theory that builds from the facts of 
distribution behavior examined with the tools of psychology and sociology 
used in partnership with the traditional analytical tools of economics. Neither 
the behavior of individual firms nor the actions and choices of individual con- 
sumers can be explained to the satisfaction of those familiar with the facts by 
the type of traditional economic analysis to which most distribution special- 
ists have been exposed. Several chapters in Theory in Marketing touch on 
this subject obliquely and sheer off. It would be profitable to extend study 
in this direction, drawing heavily on the rich literature of marketing case 
materials accumulating in the publications of schools, magazines, and research 
and management counsel organizations. In particular, it may be worth explor- 
ing institutional behavior patterns in firms and even in entire industries, the 
force of historical precedents, the influence of “ruts” in administrative de- 
cision-making, and similar issues that fall only partly within the normal 
territory of the discipline of economics.* 

Second, the segregation of marketing as a distinct area where structure and 
behavior can be examined and analyzed is a relatively recent development. 


* An excellent beginning for work in this area is Richard Gettell’s contribution to Theory 
in Marketing, “Pluralistic Competition.” 
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From being ignored by the theory-makers, marketing attained respectability 
in Chamberlinian analysis after a period when its only recognition was as a 
cockpit of commercial chicanery. But it may be useful to suggest that there 
are dangers in trying to construct a body of theory in marketing separate and 
distinct from a body of theory in production. As a newly opened territory for 
research, commodity distribution may be viewed as an isolated study area. 
Production and distribution policies, cost-price analysis, firm, industry, and 
market structures—all can be considered within a frame of reference that 
embraces production and marketing as related phases of an integrated busi- 
ness operation. The key fact here is that business administrators make their 
decisions in this larger context.? 

Finally, it may be in order to point out that great oaks from little acorns 
grow. Until a considerable body of the emerging theory in marketing is built 
into the basic texts, those who are preparing to be students, teachers, and 
practitioners are not going to be stimulated to help in the construction of a 
body of theory. The bulk of the work will continue to be done by men whose 
early training is in economics. And the quality of the final product cannot 
fail to reflect the deficiencies of this unilateral approach. In the texts now 
available, presentation of theory is either conspicuous for its absence or 
whisked swiftly before and out of the reader’s view in the course of a dis- 
cussion of price policy and non-price competition. The contribution of theory 
as analytical tool, if deployed more fully throughout the texts, will give in- 
tegrative meaning to descriptive material and, in turn, the adequacy of 
theory will be challenged by the specifics of marketing practice in a way 
that cannot fail to refine and advance the body of theory itself. 

MELVIN ANSHEN 

Indiana University 


Case Problems in Finance. By PEARSON HuNT and CHARLES M. WILLIAMS. 
(Chicago: Richard D. Irwin. 1949. Pp. ix, 402. $4.50.) 

On the family tree of the educational genealogist, business cases are more 
akin to reports from medical clinics than to judicial decisions from courts 
of law. Thus we have here a collection of clinical reports from the field of 
finance. They vary in length from 2 to 25 pages, and many include tables, 
charts, or maps. Altogether the book contains 48 cases of which the last 
four are comprehensive problems suitable for term reports or for review 
purposes. 

On the surface, the table of contents is not significantly different from that 
of the traditional corporation finance course. It includes: Financing Current 
Operations; Financing Long Run Needs; Reserve and Dividend Policy; Pro- 
motion, Expansion, Combination; and Comprehensive Problems. 

Predominantly these reports reflect business experiences after 1945, al- 
though five occurred between 1935 and 1940. So the span of years covered 
is 1935 to 1949, a period of cyclical decline and depression as well as pros- 


* Some useful ideas on the subject can be found in E. T. Grether’s contribution, “A 
Theoretical Approach to the Analysis of Marketing.” 
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perity. The various problems are widely dispersed in the fields of distribution, 
manufacturing, public utilities, and other service industries with emphasis 
upon small and medium-size enterprises. Only a few are taken from giant 
corporations. 

These are reports of real-life situations. Students are encouraged to adopt 
the point of view of the business administrator faced with a specific problem, 
to assay the facts, and to arrive at a decision which represents a useful course 
of action. 

The aim of case study is not to point up fable-like morals. Hence, neither 
“right” nor “wrong” answers nor unanimous agreement are particularly de- 
sirable objectives. Case material represents a common fund of information 
and provides a spring board for purposeful class discussion. Business decisions 
rest on human judgment. The authors realistically emphasize, therefore, 
that any one business problem may be “solved” by more than one suggested 
course of action. 

The conventional outline of corporation finance is considered in unconven- 
tional order. Beginning cases emphasize the major importance of working 
capital problems for financial management. Students who wish to know “how 
to do things” in finance are encouraged to focus upon the area where things 
are done. 

Financial case problems provide an excellent opportunity to employ the: 
various tools of finance such as the cash budget, application of funds state- 
ment, and ratio analysis. Every case calls for consideration and choice of 
alternatives. Students also will be concerned with income statements and 
balance sheets. Of real benefit is the stress laid not on figures per se, but on 
the meaning behind figures. 

Attention given to failure and reorganization is considerably limited. Pre- 
dominantly a legal problem and not an oft-recurring one, failure and reorgani- 
zation have long occupied the attention of students of finance out of all pro- 
portion to the immediate importance. There may be those who rue the pros- 
pect of cutting away the “real, hard stuff” of finance, but the authors have 
had the courage and good sense to bring these matters into better balance. 

Promotion problems are considered at the end rather than the beginning 
of the book. Thus the authors join others who believe that financial promo- 
tion is not for the novice. Successful promoters are likely to be persons 
who have “been around.” It would be well if students could “get around” 
a little in the finance course before dealing with promotion. 

The major contribution of any book of business cases is its emphasis upon 
the tactics and strategy of administration. The “what to do” of finance is 
taught by lecture or textbook, but the “how to do” must be learned as a skill 
through practice. This distinction is one which bids fair to plague schools 
of business administration for years to come. 

Development of skills and artfulness in financial management rests heavily 
upon participation in business situations wherein the student is required to 
come to grips with real-life problems. The administrator’s task is to interpret 
an oftentimes untidy set of facts which occur in a disorderly world defiant 
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of logic and upsetting of principle. Business problems are complexes of many 
factors, some of which are unknowable. Yet decisive courses of action must be 
chosen. Herein lies the worthwhile contribution of study based on cases. 

The fact that the list of outstanding cases is too long to discuss in full 
detail indicates the high caliber of the authors’ work. However, three particu- 
larly good cases should be mentioned. Trivett Manufacturing Company 
vividly illustrates how a government order for gunsights, when super-imposed 
upon day-to-day manufacturing activities, creates problems of managing the 
cash resources and how cash concepts differ from net-income concepts. Garnet 
Abrasive Company provides the factual background for a consideration of 
the very popular term-loan arrangement. Mayfair-Cottle Company brings a 
new clarity to treatment of reserve policy by raising questions concerning 
the funding of reserves. Not to mention others is an injustice, but it cannot be 
avoided. 

Persons unacquainted with the use of business cases find it difficult to learn 
how and when to use them for instructional purposes. Those who would 
venture forth in this pedagogical jungle cannot proceed as is often done in 
more familiar territory by adopting a textbook and “letting ’er rip.” That 
probably explains the purpose of the introductory chapter on the uses of case 
problems. However, he who would learn to work with case material must go 
elsewhere for instruction for the authors have defaulted on their missionary 
obligations. They have failed to present an adequate rationale for their 
purposes. 

One other negative word cannot be avoided. Granted that clothbound 
books probably sell more readily and stand longer as monuments to their 
authors’ erudition, nevertheless, is the book publishing industry so devoid 
of imagination that it cannot produce a loose-leaf volume to be handled as 
business papers are handled? Here is an opportunity for some venturesome 
publisher to produce materials in more realistic and manageable format, not 
to mention lower cost. 

In toto the authors have, indeed, performed a worthy service. We have a 
fresh source of case material, but far more important, we have an increased 
opportunity to promote professional business training. Students will learn 
that business problems call for action which can not be taken “by and large” 
or “in the long run,” but musi be taken “now.” These cases foster the funda- 
mental skills of financial management—discovering the meaning of figures, 
recognizing and choosing between alternatives, initiating ideas, planning and 
controlling operations, and bargaining. 

Use of these cases perhaps will encourage instructors to reflect upon the 
broader implications of training for professional business responsibilities. 
Those who are dissatisfied with the course of events at final examination time, 
or those who are sensitive to the criticisms which private and public employers 
level at college graduates, now have an opportunity to do something about it. 

Knowledge of facts alone is not power—except on a radio quiz program. 
Power lies in the collective skills with which trained persons attack the myriad 
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problems in a world of variable and capricious conditions. These cases get at 
those skills in the field of finance. 
Kari A, BoEDECKER 
University of Tennessee 


Standards and Labels for Consumers’ Goods. By Jessie V. CoLEs. (New 
York: Ronald Press. 1949. Pp. viii, 556. $6.00.) 


Dr. Coles’ new book is intended as a college textbook, for marketing 
groups, and for a lay public. Since the purposes differ, the criteria used in 
judging its efficacy must vary also. It is an excellent text, comprehensive, 
clear, intelligent, and offering some new material not easily obtainable 
elsewhere. 

Part VII is a compendium of present standards and labels for specific 
commodities. Here the reader finds that “Jumbo” eggs are larger than “Extra 
Large” and that “Peewee” is smaller than “Small”; that “U. S. Consumer 
Grade A” eggs are inferior to “U. S. Consumer Grade AA.” The lowest con- 
sumer grade egg is “No Grade.” “Prime” beef is better than “Choice” ac- 
cording to federal grades. If you are considering buying a fur it is useful 
to learn that the “correct name of the fur must be the last word of the 
description, and if any dye or blend is used simulating another fur, the word 
‘dyed’ or ‘blended’ must be inserted between the name signifying the fur that 
is simulated and the true name of the fur, as, for example, ‘Seal-dyed 
Muskrat’” (p. 465, Trade Practice Rule). 

Not only are these four chapters fascinating reading, but they offer a path 
by which the consumer can come out of Wonderland into Literacy as far as 
a vocabulary has been invented. The author does not point to the reasons for 
unnecessary confusion in many of these descriptive grades. By implication the 
reader becomes aware, however, of the vital importance to the consumer 
of a simplified nomenclature. Neither does Dr. Coles comment on the inade- 
quacy of many of these standards for revealing quality to the consumer. 

The controversial issues involved in grade labeling are well presented in 
Part VI. 

Dr. Coles discusses mandatory grade labeling in Canada, making a real 
contribution to textbook literature on this subject. U. S. and Canadian spe- 
cifications for canned tomatoes are compared. “Processors and distributors 
in Canada are apparently well satisfied with grade labeling of canned foods, 
although the canners at first met the law with lively resistance” (p. 340). 
Reasons are discussed, and ironically, one is that “grade labeling of canned 
fruits and vegetables in Canada is not used primarily as a sales appeal to 
consumers. It does, however, provide a satisfactory basis on which canners 
sell and on which distributors buy, knowing what they are getting” (p. 340). 
She states that compulsory grade labeling has not affected the use of brands 
and advertising there, both being used extensively. One point concerns the 
historical gradualness of law enforcement. 

The first two parts of the book present the background to the problem of 
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information for consumers use in buying. The third, fourth, and fifth parts of 
the book are concerned with relatively technical but useful material including 
the meaning of standards, their use by producers, procedures for securing 
standards, terminology. 

As a book for a general audience it will be helpful to stores and chains with 
“informative selling” divisions such as W. T. Grant’s. Business groups con- 
cerned with legal accuracy of labels under the Food and Drug Act also will 
find it useful. Dr. Coles hopes that, among others, the book will be of interest 
to “advertisers and their agents.” This seems like a dubious hope unless the 
Sears’ Roebuck catalog comes under the heading of advertising. It is doubtful 
whether housewives will be aided by the valuable information in Part VII, 
not from lack of appreciation but from lack of inspection. 

One of the interesting points discussed is the relativity of standards to 
technological knowledge. Professor Coles quotes the president of Bell Tele- 
phone Laboratories: “‘To me a proper engineering or industrial standard is 
a temporary statement which includes all that is really essential of proven 
current knowledge to define the thing standardized” (p. 231, n. 12, italics 
supplied). 

It is regrettable that this excellent book omits discussion of the economic 
effects of standardization of consumers’ goods. Relation of standards to costs 
is occasionally mentioned but there is no organized, systematic, exploration 
of this important subject except by implication in the early chapters. 

Dr. Coles’ book contributes to the understanding of grade labeling. Perhaps 
out of such understanding a law will evolve in this country providing for 
compulsory grade labeling of standardized products. Or this may be the 
dream of an optimist. 

VioLA WYCKOFF 

New York University 


Industrial Organization and Markets; Public Regulation of Business 


Report of the Federal Trade Commission on the Merger Movement: A 
Summary Report. (Washington: Supt. Docs. 1948. Pp. vi, 134. $1.00.) 

Report of the Federal Trade Commission on the Concentration of Productive 
Facilities, 1947. (Washington: Supt. Docs. 1949. Pp. iv, 96. 25¢.) 

Concentration of Output in Each of 452 Industries, as Measured by the 
Census of Manufactures of 1947. A report to the House Subcommittee on 
Study of Monopoly Power, by the Secretary of Commerce. (Washington: 
Supt. Docs. 1949. Pp. 26.) 


I 


The stated purposes of the summary report of the Federal Trade Commis- 
sion on mergers are (1) to present the main legal and economic considera- 
tions with respect to the proposed amendment of section 7 of the Clayton 
Act and (2) to describe the merger movement which has been in process 
since World War II. The study provides an excellent analysis of the forces 
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and factors at work making for ever larger combinations of capital in the 
American economy. Teachers of courses in economic principles and in govern- 
ment and business will find it a useful presentation of concrete material on 
mergers and the principal way in which price competition has been, and is 
being, destroyed. 

A popular view with respect to the growth of big business (giant corpora- 
tions) is that the increase in bigness has been a natural, inevitable economic 
evolution made necessary by the requirements of modern technology. It is 
true that many corporations have grown through the building of new and 
larger plants. The Commission, however, presents evidence to show that 
“a very large part of the rise in economic concentration has been due to 
consolidations, acquisitions, and mergers.” The “substantial” part of eco- 
nomic concentration has been the artificial result (1) of changes in our 
statute laws granting corporations the holding company power and (2) of 
action by a majority of the Supreme Court in defeating the intention and 
desire of Congress “to arrest the creation of trusts, conspiracies, and monopo- 
lies in their incipiency and before consummation.” 

In adopting section 7 of the Clayton Act, Congress sought to prevent the 
customary and usual method of effecting mergers—namely, the corporate 
acquisition of stock in formerly independent and competing corporations. 
Soon after the Clayton Act was adopted, however, clever lawyers observed 
that section 7 did not prohibit corporate acquisition of the assets of com- 
peting concerns. This loophole was enlarged in 1926 by a decision of the 
Supreme Court holding that the Commission is powerless to act if a corpora- 
tion uses its stock purchases to acquire assets before the Commission issues 
a complaint. The extreme enlargement of the loophole occurred in 1934 
when the Supreme Court held that the same result obtains even after the 
issuance of the complaint if the assets are acquired prior to the issuance of 
the final order. Present-day merger procedure is thus based upon a deliberate 
policy (1) of purchasing assets whenever interstate commerce is involved 
or (2) of purchasing stock with an acquisition of assets if and when the 
Commission issues a complaint. 

If the desire of Congress to “nip monopoly in the bud” is to be effectively 
realized, the Commission emphasizes, the Clayton Act must be amended to 
prohibit the acquisition of assets, as well as stock, whenever competition 
between the acquiring and acquired companies is substantially lessened. The 
Commission has been making this recommendation for nearly twenty-five 
years, but Congress has refused to act. 

The main objections which have been, and still are, typically made against 
the proposed amendment are (1) that it would prevent a corporation in 
failing condition from selling to a competitor, (2) that it would prohibit small 
corporations from merging, (3) that it would increase bureaucratic controls, 
and (4) that recent decisions of the Supreme Court (particularly the 
Tobacco case, 1946) make the amendment unnecessary. These arguments, 
the writer suggests, are without economic merit. If price competition is to 
be preserved as a public policy, every effort should be made to prevent 
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trade-restraining acquisitions by financially stronger firms or even by small 
concerns. The alternative policy of accepting mergers is, in fact, the one 
which will increase bureaucratic controls. Although recent decisions have done 
much to strengihen the application of the Sherman Act to mergers, the 
Columbia Steel case (1948) indicates that judicial interpretation does not 
provide an adequate remedy for mergers. The fact is that an amendment of 
section 7 is opposed by big business because it would stop the use of the most 
effective method which big business has found for preventing price competi- 
tion and for acquiring financial power to use—when necessary-——in over- 
whelming weaker competitors. 

The Commission concludes its valuable study with the admonition that 
time is running against the public. If section 7 is not amended very soon, it 
may be impossible to create or maintain price competition in important areas 
of the economy. 

The Commission’s case for amending section 7 is effectively made. Economic 
concentration, however, has now advanced so far that this proposal will 
provide only a partial remedy. Proposals to amend section 7, it is suggested, 
should be coupled with some form of Congressional action to aid the Depart- 
ment of Justice and the courts in speeding up a dissolution (or unravelling) 
of mergers of formerly independent and competing plants in the various 
natural market areas of the nation. 


Il 


The Report of the Federal Trede Commission on the Concentration of 
Productive Facilities, 1947 presents valuable data on the extent of economic 
concentration in American industry. A principal conclusion reached by the 
Commission is that “the 113 largest manufacturing corporations, with assets 
in excess of $100,000,000 each, owned $16,093,000,000 of net capital assets 
(property, plant, and equipment), or 46 percent of the total for all manu- 
facturing, both corporate and noncorporate.”’ 

The data compiled by the Commission reveal that there are considerable 
differences in the extent and character of concentration in various industries. 
The per cent of net capital assets owned by a single company was found to 
range from a high of 57.9 in linoleum to a low of 8.4 in drugs and medicines. 
A criticism levied against such percentage figures is that the Commission in 
certain of its calculations assigned all of the net fixed assets of a particular 
concern to the production of a given product even though a part of the assets 
were not related to the production of that product. Thus, all of the net fixed 
assets of the Armstrong Cork Company were assigned to the production of 
linoleum, whereas a large percentage of the company’s assets—said by the 
company to be two-thirds—are devoted to the production of other products— 
such as fibreboard, heat insulating material, wallboard, glass containers, and 
industrial cork products. This criticism of the percentage figures, in my opinion, 
is a valid one. Insofar as the net fixed assets of multi-product companies are 
allocated to one particular field, the percentages on concentration of productive 
facilities in a single company tend at times to be very misleading. 
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One shortcoming of all studies on the percentage of production or sales 
controlled by a concern is the fact that the percentage figure is shown for the 
nation rather than for the company’s area of practical shipment. A merger 
of cement mills in one regional area, for example, might account for less 
than 5 per cent of the sales in the nation and yet actually control 20 to 100 
per cent of the productive capacity in its own area of practical shipment. Data 
on the percentage of production or sales of a concern in its area of practical 
shipment would be highly useful (1) in dissolution suits and (2) in the 
adoption of new legislation to curb mergers. 

In the opinion of the reviewer, the Commission could further enhance the 
significance of its studies on economic concentration by including in its 
analysis of industries characterized by “high,” “moderate,” “low,” and “very 
low” levels of concentration a brief description of (1) the pricing practices 
employed by firms in the particular industry (basing point, freight allowed, 
or f.o.b. mill pricing), (2) the sales policies pursued by industry members 
(sales to all comers or a concerted refusal to sell to nonconsuming trade 
interests), and (3) the policy followed by industry members with respect 
to production (a general curbing of production by all firms when demand 
declines or the maintenance of a substantial volume of output by the more 
efficient firms with a decline in prices). It would be desirable for Congress and 
the public, as well as the courts, to have not only a continuing body of in- 
formation on economic concentration, but also a more complete understanding 
of the economic consequences of concentration. 


Ill 


The 1949 report of the Secretary of Commerce on concentration of output 
in each of 452 industries provides additional valuable data for use in studying 
concentration in American industry. The inforination was compiled from the 
Census of Manufactures of 1947, the latest year for which the census has 
been taken. All of the data presented are shown for companies in each in- 
dustry, rather than for individual plants. The data are arranged, moreover, to 
show for each industry the proportion of output which was concentrated in 
the top 4 companies, the top 8 companies, the top 20 companies, and the top 
50 companies. 

The study on economic concentration prepared by the Department of 
Commerce will undoubtedly be made again with data from the next Census 
of Manufactures. In taking this census and in presenting the resulting data, 
it would be highly desirable to secure information on (1) the number of 
separate producing plants owned by a company, (2) the type and location 
of the various plants, and (3) the method used in acquiring each plant, 
i.e., purchase of stock, purchase of assets, or construction by parent company. 
The availability of such data, it is suggested, would be useful in studying the 
causes of economic concentration, as well as the remedies to be applied in. 
controlling it. 

VERNON A. MuND 

University of Washington 
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Public Utilities; Transportation; Communications 


National Transportation Policy. By CHARLES L. DEARING and WILFRED OWEN. 
(Washington: The Brookings Institution. 1949. Pp. xiv, 459. $4.00.) 

The volume by Dearing and Owen presents a description and criticism of 
federal promotional and regulatory policy relating to transportation and of 
the organization of the federal agencies concerned therewith. 

The authors find that, while “Federal action can be credited with a very 
substantial share of the progress which finds us today with the world’s 
greatest transportation plant” (p. 163), we have nevertheless not secured 
the maximum benefits from the federal expenditures nor maximum efficiency 
and economy in the transportation system. The basic defects of federal promo- 
tional policy which are responsible for this situation are found to be (1) that 
there is no over-all consideration of transportation needs and hence no integra- 
tion of the promotional programs relating to the various agencies of transporta- 
tion; (2) that promotional and planning activities suffer by being confused with 
regulatory functions and included among the responsibilities of the independent 
regulatory agencies; (3) that promotional policy “is instituted with complete 
disregard for the regulatory activities elsewhere prescribed by Congress” (p. 
136); and (4) that “there is no positive concern for the condition and 
development of the railroad system comparable to the federal interest in 
other forms of transportation” (p. 137). 

In discussing the relation of transportation to national defense, the authors 
add the further criticism that the federal government has assumed no re- 
sponsibility for formulating and implementing an over-all program, and that 
thus far “‘we have depended upon vague references to the national defense 
significance of transportation in federal transportation statutes to assure 
facilities adequate for wartime needs” (p. 161). They point out also that 
federal policies supporting air, highway, and water transportation may make 
difficult, if not impossible, the maintenance of railway facilities adequate for 
national defense. 

Likewise, the present transportation regulatory arrangements are alleged 
to have a number of serious weaknesses. First of all, it is said that the present 
controls over entry of new enterprises into the transportation field “are not 
effective devices for advancing the public interest in adequate transportation 
service at reasonable price” (p. 227), nor are they fully effective even in 
protecting established firms against would-be competitors. The statutory pro- 
visions prohibiting unjust discrimination and calling for a distribution of 
traffic between different transportation agencies on the basis of relative 
economy and fitness are said to be nullified by the uneven distribution of 
federal financial aids among the various transportation agencies and by the 
fact that railways and pipe lines receive no aid at all. “In effect, government- 
created discrimination has been substituted for that formerly exercised by 
private monopoly” (p. 366). The authors hold that the Interstate Commerce 
Commission’s control over the railway rate level, and particularly the re- 
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quirement that the Commission consider the effect of the rates prescribed 
upon the movement of traffic, have resulted in long delays in granting rate 
increases required to offset rising costs during the past few years, and hence 
are largely responsible for the present relatively unsatisfactory condition of 
railway finances. It is said that in passing upon the level of rates the Commis- 
sion is exercising a managerial function, but without any possibility of being 
held financially accountable for errors which it might make. It is held that 
coordination of all forms of transportation is impeded by the policy of 
subjecting air transportation to a separate regulatory statute administered 
by a separate agency, while the other forms of transportation are subjected 
to a common regulatory control. Finally, it is contended that railway con- 
solidation is essential to carrier efficiency and to effective rate regulation, that 
efforts to work out a satisfactory consolidation program on a voluntary basis 
have failed and that the Interstate Commerce Commission is neither sym- 
pathetic to a consolidation program nor adapted to the task of formulating 
such a program. 

The authors have a number of suggestions to remedy the foregoing weak- 
nesses in present transportation policy. First, they recommend that, so far as 
practicable, publicly provided facilities be financed by user charges. Second, 
the federal government should assume responsibility for an over-all program 
of providing the transportation facilities needed for defense, the facilities 
required to be specified by the military and to be financed through the defense 
budget. Third, the statutory provisions giving the Interstate Commerce Com- 
mission power to pass upon the level of rates and requiring it to consider 
the effect of rates prescribed upon the movement of traffic should be elimi- 
nated. Fourth, compulsory consolidation of railways should be undertaken 
and should be planned by a proposed new Department of Transportation. 
Fifth, regulation of all transport agencies should be vested in a new Transport 
Regulatory Commission. Finally, the new Department of Transportation, 
headed by a secretary with cabinet status, should be set up to handle all 
transportation planning and promotional functions, including a number of 
activities now handled by regulatory agencies. 

Limitations of space permit only the briefest comment upon the foregoing 
recommendations. The reviewer cannot agree with the authors’ strictures 
coucerning the statutory provision requiring consideration of the effect of 
rates upon the movement of traffic. Furthermore, he is of the opinion that 
consideration of this factor is essential to effective regulation of rate dis- 
crimination even if control over the level of rates were eliminated. The 
authors’ argument that delays in granting rate increases have been largely 
responsible for relative weakness in railway finances in recent years impresses 
the reviewer as somewhat overdone, espcially since other important factors 
are neglected. The recommendation for user charges to finance publicly pro- 
vided facilities, carefully qualified as it is by the authors, will doubtless com- 
mand wide support, although the treatment of the proposal would have 
been strengthened if its theoretical implications as an example of marginal 
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cost pricing had been analyzed. There is much to be said in favor of railway 
consolidation, but the authors’ treatment, to be well balanced, should have 
given consideration to the dangers and limitations of the proposal. Finally, 
while the authors make a good case on organizational grounds for the 
establishment of a Department of Transportation, their discussion leaves the 
impression (perhaps unintentionally) that the mere establishment of such 
a department would automatically assure the solution of the substantive 
problems of transportation planning and promotion along lines more in 
harmony with the public interest than at present. Despite the foregoing 
objections, however, the reviewer regards this as a useful and challenging 
study. 
RoBErT W. HARBESON 
University of Illinois 


Land Economics; Agricultural Economics; Economic Geography 


Oil! Titan of the Southwest. By Cart Coke Rister. (Norman, Oklahoma: 

University of Oklahoma Press. 1949. Pp xxiii, 467. $5.00.) 

This new book, a significant addition to the extensive literature dealing 
with the oil industry, is one of the most complete and detailed histories of oil 
development in the Southwest yet to appear. The Southwest includes the 
states from Kansas south to the Gulf and from Louisiana and Arkansas west 
to New Mexico. The author does not merely trace the drilling of wells, the 
bare record of the exploitation of the many fields, but he brings in pertinent 
and interesting details as to individual leases, individual drillers, geologists and 
other personages, as to the oil companies operating, and as to geological forma- 
tions. The length of the bibliography suggests a very meticulous search of 
original sources, although there are significant omissions from the bibliography. 

It is unfortunate that the author has not written with a little less 
enthusiasm for the “Titans” who “developed” (gutted) the oil resources of the 
Southwest, and with more understanding of the broad social aspects of our 
frenzied and fantastically wasteful “development.” The oil men were indeed 
energetic, resourceful, and technologically progressive—as are the business- 
men in most other competitive industries—but their exploitation of our 
irreplaceable oil resources makes a sad story, a story of which Americans 
ought to be heartily ashamed. 

JouN IsE 

University of Kansas 


Production and Welfare of Agriculture. By TuronoreE W. Scuuttz. (New 
York: MacMillan. 1949. Pp. xi, 225. $3.50.) 


For this book Professor Schultz has drawn on a dozen or more essays he 
has written on agricultural economics and policy since the war. There 
is some repetition, or more accurately, some unnecessary reiteration of key 
assumptions and contentions, and a few of the topics—a short and rather 
cursory discussion of grazing policy, for example—are there, one supposes, less 
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because they belong than because the author had some comments in stock. 
Its origins notwithstanding, the book is a well-rounded commentary on the 
important contemporary issues of principle and policy concerning agriculture. 

It also shows the qualities of mind and temperament that have earned 
Professor Schultz’s views such respect in this field. He begins with the ob- 
jectives of a national community for its agriculture—the objectives in re- 
source allocation, in level and stability of farm income and for the 
entrepreneurial unit. (His chapter on the family farm should be admirable pro- 
tection for any reader against the clichés surrounding this sainted subject.) 
Having established the proper goals, and demolished some improper ones, 
Professor Schultz examines the present state of efficiency in American 
agriculture (from comparative and perhaps unavoidably dubious statistics of 
product per man he concludes that it is low in comparison with both industry 
and the farms of other advanced countries) and then proceeds to issues 
arising from instability of farm prices and incomes, and to a variety of 
topics on domestic farm and international trade policy. He invariably ap- 
proaches a topic after a careful statement of his assumptions and he rarely 
leaves it without considering the attitudes and beliefs that limit con- 
clusions or shape the recommendation that follow from the economic data. 
Also, he rarely leaves a subject—the vaunted efficiency of American agri- ~ 
culture, the virtues and pervasiveness of the family farm, the conventional 
attitudes toward tenancy as opposed to owrership, uninhibited price move- 
ments as an allocator of resources—without damaging a few glib precon- 
ceptions. Yet he never appears to be breaking altar pieces merely to enjoy 
the noise. 

It is the reviewer’s privilege in treating a book of many topics to be selec- 
tive even at the expense of the author. I shall confine myself to two of 
Professor Schultz’s points. One is a basic point of theory on which he places 
great emphasis; the other is an issue of policy of great contemporary interest. 

The problem of principle with which Professor Schultz is deeply con- 
cerned, is the double and conflicting réle of price in the political economy 
of contemporary agriculture. There is the economist’s price, as ever a 
vigorous sprout on the Chicago Midway, which is the motivation to efficiency 
in resource use and the clue to the state of that efficiency. There is also the 
American Farm Bureau Federation’s price which is the controllable dimen- 
sion in farm income, which is exclusively so viewed, and which flourishes 
even more vigorously in Washington. It is Professor Schultz’s deep con- 
viction that price cannot serve two masters especially where one, efficiency, 
has objective and quite precise standards of performance and the other, 
welfare, has wholly subjective standards of what is right and sufficient. He 
is further persuaded that income has become the dominant employer of price. 
In becoming so, notably through the mechanism of high support prices, the 
allocative efficiency of price in agriculture is being destroyed. And the welfare 
aims that are served are mostly those of the commercial farmers—having 
more to sell they get more—not those who, if meagerness of income were the 
guide, would be considered most in need of help. 
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This is a persuasive argument. My principal quarrel with Professor Schultz 
lies in his failure to qualify its application. Whether the impairment of the 
allocative function of price, by placing it in service of income goals, is 
serious or not depends, at least partly, on,the efficiency of the mechanism ek 
interference. Professor Schultz has his own doubts—because of their extreme 
amplitude he does not believe that free price movements communicate very 
satisfactory information to farmers on resource use. He proposes a system of 
discretionary support prices, called forward prices, not to enhance income but 
to guide resource use. By the author’s own concession, what is lost is not 
very useful although he can properly reply that the use of support prices to 
enhance income precludes the use of his alternative. 

More important, there are circumstances where price does not work at all 
as an allocator and, indeed, where it is not required. That is under con- 
ditions of large-scale resource unemployment. It was meaningless in the 
‘thirties to say that resource use in wheat or cotton was excessive and that 
there should have been transfers to, say, dairying. The dairy industry 
could have been expanded out of resourses that had a marginal value product 
of zero. Why pick on wheat and cotton where resources were at least employed? 
Thus the marginal tests of relative efficiency do not hold when there are un- 
employed resources that can freely be drawn upon or when the probable 
alternative to a given employment is unemployment. Now to a considerable 
extent, as Professor Schultz emphasizes, the aim of farm price policy has 
been cyclical stability for farmers—to protect farmers in that next depression 
the spectre of which haunts and even controls farm price policy. It is for such 
a time that an income-maintaining price policy has been primarily designed. 
Unfortunately for my argument we are certain to have some price supports 
that are too high—that will be effective at full employment income. But the 
circumstances under which price supports would be generally effective, 1.e., 
a serious de pression, would be those when they would do least violence to 
allocative efficiency. 

This still does not mean that such a technique for maintaining farm in- 
come during depression is the best possible one. Professor Schultz has done 
more, perhaps, than any other person to persuade us that a far better 
method is to let individual prices find their marketlevel, subject perhaps 
to the ironing out of extreme fluctuations, and to the needs of a publicly 
guided storage policy. The income so returned would then be supplemented, 
as necessary, by direct subsidy. Such a policy is desirable for storable com- 
modities; for perishables it is close to an imperative. 

This brings me to my last comment. In view of his commitment to this 
procedure one would have expected Professor Schultz to be strongly favorable 
to Secretary Brannan’s proposals of a year ago. The heart of the so-called 
Brannan plan was free prices for perishables and a system of income pay- 
ments. Professor Schultz does applaud this part of the proposal but his ap- 
proval is submerged in criticism of the income guarantee which the Secretary 
proposed and of the mechanics of its determination. These, while unsup- 
portable, are not important. The income under the Brannan Plan would, in 
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practice, be set not by formula but by what Congress would appropriate. 
The plan had the great virtue of bringing these appropriations, and the cost 
of the farm program out in the daylight, where there would be most chance 
for rational consideration and limitation. In view of known farm organiza- 
tion attitudes toward production payments, and also, perhaps, toward open 
as distinct from concealed subsidy, Secretary Brannan’s acceptance of a 
substantial part of what some agricultural economists have called the Schultz 
Plan was an act of courage. Professor Schultz is critical of the Secretary 
for failing to provide the whole cake of reform. In agricultural policy, a slice 
is banquet. 
J. K. GALBRAITH 
Harvard University 


Labor 


Unions and Capitalism. By Cuartes E. Linpstom. (New Haven: Yale Uni- 
versity Press, 1949. Pp. xi, 267. $3.75.) 


“The thesis of the book is that unionism and the private enterprise economy 
are incompatible. . . .” (Preface, p. v). Unionism is “. . . disruptive be- 
cause it will cause an amount of lasting unemployment or a degree of con- 
tinuing inflation which will become so serious that the competitive price 
system will be abandoned in the search for remedies” (p. 139). Union 
monopoly is deadlier than enterprise monopoly for neither the consumer nor 
the immediate buyer of labor can refuse to purchase labor monopolistically 
priced on an industry-wide basis, while enterprise monopoly can always be 
significantly restricted by buyers turning to substitutes. Union monopoly is 
also strategically placed to capture the benefits of technological advance (p. 
131). Union monopoly further undermines the “competitive order” by under- 
cutting managerial authority and prerogatives (pp. 156-68). But it is un- 
employment and inflation that are the twin focal points of Mr. Lindblom’s 
study’ of the consequences of the wage-making process under unionism. The 
book is some clarification of earlier work in which Mr. Lindblom did not 
distinguish the separate effects of unionism on the structure of wages from its 
effect on the level of wages.” 

The seriousness of these charges against unionism and collective bargaining, 
in the name of economic analysis, commends the book to the sober and re- 
flective study of all economists and students of public policy.* There is 


*The book is a systematic development of the theme presented by Henry Simons, 
“Some Reflections on Syndicalism,” Jour. Pol. Econ. (Mar., 1944), pp. 1-25. (Reprinted 
in Economic Policy for Free Society, Chicago, University of Chicago Press, 1948, pp. 121- 
59.) 

* See, Charles E. Lindblom, “ ‘Bargaining Power’ in Price and Wage Determination,” Quart. 
Jour. Econ. (May, 1948), pp. 396-417 and ‘ lanes Union as a Monopoly,” Quart. Jour. 
Econ. (Nov., 1948), pp. 671-97. 

*This review accepts at face value Mr. Lindblom’s statement of his own objectives. 
He states he is not “pamphleteering”’; he wishes “to diagnose.” The argument is not 
intended as “an attack on unions’; Mr. Lindblom labels himself a “liberal.” 
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much analysis that is useful and stimulating, such as the comparison of 
monopoly power in the product and labor markets. There are precepts that 
will command general acceptance: “If we have believed that unionism is a 
power for social betterment, we must recognize that it may be constructive 
and disruptive at the same time. . . .” (p. vii). But any judgment of the 
book depends fundamentally upon the validity of its central thesis. This 
review sketches a series of points in appraisal of that conclusion. 

1. A preliminary logical difficulty arises from the failure to distinguish 
among several alternative propositions: (a) Unions have produced and are 
creating some unemployment and inflation. (b) Unions have a tendency to 
produce these results. (c) Unions probably will produce these consequences 
in some degree. (d) Unions necessarily create these dislocations. (e) Un- 
employment and inflation necessarily created by unionism are so large as 
necessarily to force abandonment of private enterprise. Mr. Lindblom ad- 
vertises (p. 22) that he establishes this last proposition. In that event the 
alternatives (a) through (d) would necessarily be accepted. 

This reviewer has been unable, however, to locate any explicit statement of 
the steps by which proposition (e) is thought to be demonstrated. He carries 
away the uneasy feeling that the author has convinced himself of the validity 
of (e) from more plausible arguments establishing (b) or (c). It is difficult to 
reconcile (e) with the frank admission: “How unionism changes the alloca- 
tion of resources is therefore in large part nothing more than a guess... . 
But no o~: can be confident that he knows on balance what the consequences 
of unionism are for resource allocation” (p. 154; also see p. 224). The gap 
between proposition (e) and milder versions is also illustrated by the word 
“inadequate” in the italicized conclusion: “The union can control wage rates 
monopolistically because under strong unionism these checks or limits neces- 
sary to maintain “competitive” wage rates are inadequate” (p. 23). Even this 
type of judgment, which this reviewer finds unsupported in Unions and 
Capitalism, is a long way from proposition (e) that unionism results in in- 
flation and unemployment to a degree that necessarily destroys private enter- 
prise.* 

2. A further preliminary ambiguity arises from the failure to define more 
carefully the usage given to the terms “monopolistic” and “competitive” 
wage rates or wage level. “Certain patterns of wage determination include 
internal checks confining wage rates within limits which are neither too high 
for continued high levels of employment nor inflationary. These are here de- 
fined as ‘competitive’ wage rates. . .. Competitive rates, as here defined, are 
not those wage rates which would be found in the economist’s hypothetical 
perfectly competitive society, nor do they at all closely approximate such 
‘ideal’ rates” (p. 23). Competitive wage rates are thus defined as non-union 
wage rates; wage rates determined under unionism are by definition “monop- 
oly” wage rates. Moreover, “competitive” wage rates are noninflationary 
and not “too high for continued high level employment”; union wage rates 


*Compare the effect of unionism on “private enterprise” with the impact of wars and 
depressions. 
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are by definition inflationary.5 The argument to establish the consequences 
of unionism is scarcely clarified by these definitions. 

3. One of the two main prongs of Mr. Lindblom’s analysis concerns the 
effect of unionism on the wage structure and upon the allocation of the labor 
force. “Now the effect of unionism is to manipulate wage costs in an arbitrary 
manner. . . . Union wage rates reflect power in the market place and not 
simply the forces of rigorous competitive pricing of labor” (p. 153). The 
mechanism producing unemployment is not as clearly stated by Lindblom 
as by Machlup,® but the argument requires “distortions” in the wage structure 
from pre-union conditions. (But how both union and pre-union wage struct- 
ures compare with the “competitive” ideal creates the uncertainty in the 
analysis.) Wage rates in strongly unionized sectors are pushed up, reducing 
employment; the unemployed are forced into other (non-union) labor markets 
and there reduce wage rates. Wage rates are pushed up in expanding 
industries reducing job opportunities for those who should be transferred from 
other sectors. Mr. Lindblom also makes no mention of the possibility that 
relatively high wage rates attract an unnecessarily large supply of labor to 
particular labor markets. Whatever the details of the mechanism for Lind- 
blom, unionism produces unemployment, aside from the inflation problem 
considered under (J), through its direct impact upon the wage rate structure. 

If it is contended that unionism has, as a mater of fact, “distorted” the 
wage structure of the country and created unemployment, there is a consider- 
able body of evidence to test the validity of this position. Indeed, it is high 
time that Lindblom, Machlup,* Wolman,’ et al., “put up or shut up” on the 
consequences of unionism to date for the structure of wage rates in this 
country. The position that there has been significant distortion and arbitrary 
movements in the wage structure can be rejected. The data are consistent with 
the alternative hypothesis that unionism has had little independent influence 
on the wage structure among bargaining units. 

A brief reference to this evidence is in order. (a) The geographical wage 
structure of manufacturing industries did not change to any marked degree 
in the period 1907-46.° (b) The occupational wage structure within industries 
has changed about the same way among various regions.® (c) The wage 
structure by industries in the years 1923-40 appears to have been more re- 
sponsive to changes in productivity and product market conditions rather 


*For a similar ambiguity in an earlier definition, see Charles E. Lindblom, “The Union 
as a Monopoly,” loc. cit., p. 672. Dr. Herbert R. Northrup has called this definition to 
my attention. 

°Fritz Machlup, “Monopolistic Wage Determination as a Part of the General Problem 
of Monopoly,” in Wage Determination and the Economics of Liberalism (Chamber of 
Commerce of the United States, January 11, 1947), p. 71. 

*Leo Wolman, Industry-Wide Bargaining (The Foundation for Economic Education, 
1948). 

*“Trends in Regional Wage Differentials in Manufacturing 1907-46,” Monthly Labor 
Rev. (Apr., 1948), pp. 371-77. 

* Harry Ober, “Occupational Wage Differentials, 1907-47,” Monthly Labor Rev. (Aug., 
1948), pp. 127-34. 
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than to change in the extent of union organization.’° (d) The uniformities in 
wage structures among crafts in the building industries in various cities sug- 
gest that the accidents of union and employer strength are not decisive." 

The explanation for these statistical results is to be found in Lindblom’s 
own discussion of the limitations on union power to raise wage rates—non- 
union competition, mechanization, inter-plant competition, problems of em- 
ployment in marginal firms, self-employment, and inter-product competition 
(pp. 67-124). The inescapable conclusion is that these factors in the recent 
past have been a more effective limitation to arbitrary wage rate increases 
than Lindblom would have suspected. 

In appraising the consequences of unionism on the wage structure for 
the future, Lindblom lacks judgment and perspective in comparison with 
Sumner H. Slichter, John M. Clark and Bertil Ohlin, who have carefully con- 
sidered the same problem and reach no such dismal conclusion.'* That union- 
ism has potentialities for “distortion” of the wage structure and distribution 
of the labor force is not denied. That these consequences necessarily arise 
in the magnitude necessary to support Lindblom’s conclusion has not been 
established. The observer familiar with the “feel” of collective bargaining is 
apt to come to the judgment that the parties are more sensitive to the long- 
run limitations on wage rates in their economic environment than Mr. 
Lindblom would have suspected on logical grounds. 

4. The second main prong of Lindblom’s analysis concerns the consequences 
of unionism on the general level of wage rates: he sees long-run and sub- 
stantial inflation (pp. 138-55). At times Lindblom regards this inflation in 
itself as creating unemployment and at other times as “disruptive.” Thus, at 
points Lindblom falls into the now fully exposed error of arguing from 
particular equilibrium to the system as a whole. “Monopoly rates in the 
economy as a whole mean unemployment in the economy as a whole” (p. 
140).*° But clearly the total volume of employment depends upon the deter- 
minants of the system as a whole. The vast literature on the consequences 
of a change in the general wage level for the system as a whole precludes such 
a dogmatic conclusion without further specification of monetary policy, pricing 
policies of business enterprises and other familiar factors. 

In more careful passages Lindblom, with most authors who have written on 
the topic, envisages a contest between the unions raising the general level of 
wage rates and business enterprises reducing labor costs. Lindblom discounts 


”John T. Dunlop, “Productivity and the Wage Structure,” in Income, Employment 
and Public Policy (New York, W. W. Norton, 1948), pp. 341-62, and Joseph Garbarino, 
“A Theory of Inter-Industry Wage Structure Variation,” Quart. Jour. Econ. (May, 1950), 
pp. 282-305. 

"See, U. S. Department of Labor, Union Wages and Hours, Building Trades, July 1, 
1948, Bulletin 951, Washington, D.C., 1949. 

'? Sumner H. Slichter, The Challenge of Industrial Relations (Ithaca, Cornell Univ. Press, 
1947), pp. 71-98; John M. Clark, Guideposts in Time of Change (New York, Harper and 
Bros., 1949), pp. 147-204; Bertil Ohlin, The Problem of Employment Stabilization (New 
York, Columbia Univ. Press, 1949), pp. 3-26. 

8 Also see page 14. 
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the effects of wage pressure on managerial efficiency: “evidence is lacking 
that high wage rates actually provide an additional stimulus to innovation” 
(p. 147). He concludes that only by “multiplied coincidence” would union 
wage policy avoid inflation. But is not the crucial question a matter of degree? 
It can readily be conceded that unionism creates inflationary pressures, 
particularly at high level employment. But do these pressures result in a 
money wage rate level rising faster than average productivity to create a 
rising price level of one per cent per year or five per cent per year? The 
degree of inflation is the critical point. On this point Lindblom is conspicu- 
ously silent! 

5. This reader has put down Unions and Capitalism disappointed that a 
book with this title does not reveal more of a sense of history and develop- 
ment.’* The emergence of large and powerful labor organizations is not an 
arbitarary nor accidental event. Neither is it to be understood as an “unfortu- 
nate” intrusion in a world of competitive markets. Collective bargaining is an 
aspect of the transformation of the community to large-scale enterprises, a 
society predominantly composed of wage and salary earners, and to urban 
values. The full consequences of unionism, including political action to which 
Lindblom makes almost no reference, are to be pictured in a larger context 
which includes modern agriculture and large corporations. 

The absence of more historical orientation helps to create the impression 
that Lindblom has generalized from the immediate postwar world to “normal” 
high level employment. But the accumulated inflationary pressures of 1945- 
48 and the strained relations among the interest groups can hardly be a 
typical setting for collective bargaining.’® 

6. The book fails to recognize the wide differences among collective bargain- 
ing relations. For Lindblom all unionism is the same, and it seems to have 
emerged in the last decade (p. 169). But the many years of collective bargain- 
ing in some highly organized industries permits a sounder judgment of the 
consequences of unionism and a comparison of the environment producing 
different collective bargaining systems. A comparison of these long established 
collective bargaining relations is needed to balance judgments based upon a 
few mass production industries in a period of postwar boom. 

7. Mr. Lindblom is least satisfactory when he considers what can be done 
to avert the disruptive consequences of unionism. (a) He examines the 
possibilities of a national wage policy on an economy-wide level and rejects 
the possibility. “The advocates of statesmanship through unity are there- 
fore also the advocates of unbinding a struggling giant in the hope that his 
great power will teach him responsibility to a set of values he does not now 
accept” (p. 214). (b) He rejects the possibility of “industrial democracy” with 
the judgment that it is “. . . a device for counteracting the arbitrary power 
exercised by the employer over the worker, which at the same time estab- 


Compare, Joseph A. Schumpeter, Capitalism, Socialism and Democracy (New York, 
Harper and Bros., 1942). 

See John T. Dunlop, “Decontrol of Wages and Prices,” Labor in Postwar America, 
Colston E. Warne, Ed. (New York, Remsen Press, 1949), pp. 3-24. 
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lishes the undemocratic arbitrary power of the union over the consumer” 
(p. 225). (c) He then examines a proposed program of government regulation 
of wage setting and redistribution of income which removes all wage deci- 
sions from collective bargaining and which increases individual security by 
direct money payment by the government to low wage groups (pp. 243-52). 
Lindblom would favor the adoption of such a program but recognizes that it 
would elicit no public support. He then concludes that “every proposed 
avenue of reform has brought us to a dead end” (p. 252). 

In my judgment, Lindblom has vastly exaggerated the probable and neces- 
sary dimensions of the problem of the impact of unionism on the wage rate 
structure and general wage level. A more realistic appraisal of the scope of 
the problem suggests another “solution.” There is a réle for government to 
play in which it neither keeps hands off nor regulates in detail with final 
authority. Among major interest groups there are great possibilities of media- 
tion which have not been explored. Public discussion, the formulation of a 
climate of opinion, and even informal proposals constitute a middle course. 
The government as catalyst offers a realistic alternative to Mr. Linblom’s des- 
pair. The possibility deserves a trial. 

8. Mr. Lindblom’s central thesis constitutes another version of the in- 
evitability of the breakdown of capitalism. Unionism is a product of the 
system of private enterprise which in turn it must necessarily destroy. All 
such forms of “economic historicism” must be rejected on broad methodologi- 
cal grounds.** 

Mr. Lindblom has sought fundamentally to establish the proposition that 
the price system and labor unions are basically incompatible from a few as- 
sumptions as to the behavior of unions and the apparatus of formal theory. 
It is well to remember, however, Whitehead’s admonition: “Philosophy has 
been haunted by the unfortunate notion that its method is dogmatically to 
indicate premises which are severally clear, distinct, and certain; and to erect 
upon those premises a deductive system of thought. But the accurate ex- 
pression of the final generalities is the goal of discussion and not its origin.”*’ 
Collective bargaining just does not work as Mr. Lindblom has deduced. 

Joun T. DuNLoP 
Harvard University 


Insights Into Labor Issues. Edited by Ricnarp A. LESTER and JosEpPIt 
SmstER. (New York: Macmillan. 1948. Pp. x, 368. $4.00.) 


This collection of thirteen essays covers a wide range of labor issues, for 
the most part basic ones. The fact that no discernible pattern is interwoven 
throughout these essays is a significant commentary on the present status of 
labor research. 

Some categorisation of the problems raised is, however, possible. The 


*K_R. Popper, The Open Society and Its Enemies, Vol. II (London, George Routledge 
and Sons, Ltd., 1945). 

” Alfred N. Whitehead, Process and Reality (New York, The Social Science Book Store, 
1929), pp. 12-13. 
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macro-economic approach is represented, an approach claiming ever larger 
portions of the labor field (Chaps. 12, 13). Attempts at squaring the customary 
competitive assumptions of the labor market with actual phenomena like 
unionism are most valuable (Chaps. 11 and 1, 8, 10). Frameworks for 
further research are erected (Chaps, 1, 7). In most other articles the search 
for new systematic interpretations of accumulating facts is evident. 

The striving for systematization of the labor field permeates this volume, 
by inductive as well as deductive methods, as this subject progresses from 
descriptive, unsystematic “labor problems” to its proper place as part of 
general economics. Simultaneously, psychology, politics, and social relations 
are drawn on for help. The reader emerges with the feeling that the present 
state of labor economics is comparable to that of value theory in the ’twenties, 
during the cost controversy: new facts and a clearer understanding of reality 
seemed to contradict established theory, thus bringing about the develop- 
ment of a new one. In value theory it was monopolistic competition, while in 
labor economics this last stage has not yet been reached. However, research 
accomplished and foreshadowed by the present volume is preparing the 
way. 

A useful framework for future research is presented, first, by Harbison- 
Burns-Dubin (Chap. 1). They coordinate different social, political, and 
economic forces (power structures and social interrelationships) into a logical 
whole. Dunlop (Chap. 7) ingeniously analyzes unions as emerging from the 
stimuli of technical and market structures, social, and ideological institutions. 
Different equilibria between these factors fashion the heterogeneous picture 
we know: this is indeed a valuable historical scaffold. Shister (Chap. 4) uses 
union-management cooperation as an example (worthwhile in itself) of how 
to subject a phenomenon to penetrating, meticulous analysis. 

Both Lester’s well documented contribution on wage diversity (Chap. 8) 
and Belfer-Bloom’s “Unionism and Marginal Productivity Theory” (Chap. 
10) attack this venerated theory. Both are rewarding reading. This re- 
viewer believes—but space limitations prohibit detailed proof—that their con- 
demnation goes too far. A compromise position is tenable while awaiting a 
more inclusive theory, if a broader interpretation of marginal productivity 
is allowed. This would permit partial explanation of many union actions and 
some odd wage diversities. 

Reynolds’ excellent “Labor Market Structure” (Chap. 11) provides a realis- 
tic theoretical model of non-union labor markets, investigating supply and 
demand under partial equilibrium. His reliance on marginal productivity could 
have been tempered by his own dynamic approach (used elsewhere). This 
very instructive study contrasts with Long’s aggregative approach (Chap. 
13): labor supply reaction to changing economic conditions proves inelastic to 
both income and employment—a vital conclusion for economic planning. In 
turn, a discussion df union influence upon the labor market under full em- 
ployment conditions (Forsey, Chap. 12) adds to the important controversy 
whether central-government planning is compatible with free collective 
bargaining. Kassalow (Chap. 5) points towards a “new pattern” of greater 
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union preoccupation with over-all questions—which phenomenon may, in- 
directly, aid aggregative solutions. 

The remaining subjects are more diversified: Chamberlain’s (Chap. 3) care- 
ful distinction between legislative and judicial bargaining functions: “rights” 
and “interests”; San Francisco’s experiment in multi-employer bargaining 
(Kerr-Fisher, Chap. 2); bargaining by professional societies (Northrup 
Chap. 6); and Roberts’ (Chap. 9) interpretation of recent wage movements. 

The book is a decided contribution for which there was a real need. It 
is a way-station in the evolution of labor economics. 

Kirk R. PETSHEK 

Colgate University 


Labor Law and Legislation. By STEPHEN J. MUELLER. (Cincinnati: South- 
Western Publishing Company. 1949. Pp. xiv, 942.) 

Any attempt to acquaint people not directly connected with the law and 
with the legal problems that arise in the relationship between labor unions 
and the state, the employer, and the union members is welcome. Stephen J. 
Mueller has attempted to do so with his Labor Law and Legislation. The 
author’s aim is set forth in the preface: “. . . It is the central objective of the 
forthcoming textual and case materials to present something of a coherent 
picture of labor law and legislation in its present social setting as conditioned 
by landmarks of the historical past.”’ He achieves his goal. 

The importance of the contribution is clearer if we analyse the task con- 
fronting the author. Is it possible to understand labor law, a complicated field 
derived from many sources, without being a lawyer? Without knowledge of 
the law of torts? Or, if we reverse the problem, can one understand cases on 
expulsion and suspension of members without a good understanding of the 
peculiar development of American labor unions? Mr. Mueller has tried to 
solve his problem by prefacing the presentation of each group of cases with a 
few expository paragraphs in which he, as is usual in most case books, points 
out the salient features of the decisions and comments on them further by 
adding references to the socio-economic climate of the time. These prefatory 
statements include notes on the history of labor unions and strike statistics 
and short comments on union structure and government. There are also refer- 
ences to the major standard works in the field of labor, witness the introduction 
of the Hoxian classification of labor organizations (p. 52). The book covers 
the Sherman Act, Clayton Act, the Federal Anti-Injunction Act, Railway 
Labor Act, Fair Labor Standards Act and the National Labor Relations Act. 
The discussion of these acts is preceded by a relatively brief discussion of 
the early conspiracy doctrines and is followed by references to State Laws. 

The difficulty with the book is in emphasis. It follows the tradition in case 
books. Like the Sayre, and the somewhat newer Landis, this book shows great 
interest in the discussion of the legality of the weapons in collective bargain- 
ing, in the monopoly issue, and in similar peripheral problems. Labor law has 
gone through radical changes in recent years and the current emphasis, re- 
flected also in some of the newer case books, rightly lies with the behavior of 


a 
| | 
‘ 
‘ 
| 
i 
> 
Pa 


BOOK REVIEWS 471 


men in their place of work. The rules which vitally affect workers in their 
daily life are not those establishing the relationships between the workers and 
the federal and state governments. They are rather those rules set up in eaw® 
plant and in each firm. It is with the government of men in industrial 
establishments that we are primarily concerned. Labor law is concerned with 
the development of an “industrial jurisprudence” which finds its basis in the 
collective bargaining process and in the collective agreement and which offers 
the workers a tribunal in the grievance procedure rather than in the courts 
of the land. 

Mr. Mueller allots 260 pages out of a total oi more than 900 pages to the 
N.L.R.A. But even within this framework we find no reference to the problem 
of the negotiation and administration of the collective agreement but for ten 
pages dedicated to the bargaining requirement. The J. I. Case Co. and the 
Heintz Co. decision are reprinted and digested and no more. There is no indi- 
cation of the successive steps by the courts in establishing the boundaries of 
the bargaining requirement. This is a serious omission both in view of the 
previous remarks and in view of the declared public policy of the Wagner Act, 
re-emphasized in the Labor Management Relations Act, of fostering col- 
lective bargaining, which hinges upon the interpretation of Section 8a (5) in 
the Act. 

The Mueller book has many merits and has a definite place in the collec- 
tion of anyone interested in labor problems. As a textbook it requires ample 
supplementation on the part of the instructor. 

OscaR ORNATI 

Harvard University 
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Evans, G. H. Basic economics—a macro- and micro-analysis. (New York: Alfred A. 
Knopf. 1950. Pp. xix, 381. $4.50; text, $3.40.) 


FRANKLIN, B., and Lecman, G. David Ricardo and Ricardian theory—a bibliographical 
checklist. (New York: Burt Franklin. 1949. Pp. vi, 88.) 


Gorvon, L. J. Elementary economics. (New York: American Book Co. 1950. Pp. xxx, 
576. $4.50.) 


Hatt, M. Distributive trading—an economic analysis. (New York: Longmans, Green. 
London: Hutchinson’s Univ. Library. 1950. Pp. vii, 203. $1.60.) 
Henoricks, H. G., compiler. Masterpieces in economics. (El Paso: Guynes Printing Co. 
1950. Pp. 102. $1.25.) 
Selected materials from the writings of Adam Smith, T. R. Malthus, D. Ricardo, N. 
W. Senior, J. S. Mill, J. E. Cairnes, W. S. Jevons, F. Walker, and H. George. 


Hosson, J. A. The science of wealth. Revised by R. F. Harrod. (London: Oxford Univ. 
Press. 1950. Pp. ix, 214. 5s.) 


Hoover, G. Twentieth century economic thought. (New York: Philosophical Library. 1950. 
Pp. xiii, 819. $12.) 


InsoreRA, F. Teorica della capitalizzacione. (Turin: Einaudi. 1949. Pp. 237.) 
A mathematical treatise on the relations between capital and income. 


Ise, J. Economics. Rev. ed. (New York: Harper Bros. 1950. Pp. x, 872. $5.) 


Nerr, F. A. Economic doctrines. 2nd ed. (New York: McGraw-Hill. 1950. Pp. xii, 532. 
$4.50.) 


PatomBa, G. Introduzione all’economica. (Naples: Pellerano-del Gaudio. 1950. Pp. xv, 340. 
L. 2300.) 


SmitH, A. H. Economics for our times. 2nd ed. (New York: McGraw-Hill. 1950. Pp. 546. 
$2.60.) 
Contains an added chapter on the economic conditions and problems resulting from 
the Second World War. 


StiGLER, G. J. Five lectures on economic problems. Delivered at the London School of 
Econ. and Pol. Sci. in 1949. (New York: Macmillan, for the London School of Econ. and 
Pol. Sci. 1950. Pp. 65. $1.75.) 
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Titles of the lectures are “The Economists and Equality,” “Monopolistic Competition 
in Retrospect,” “The Classical Economics: An Alternative View,” “The Mathematical 
Method in Economics,” and “Competition in the United States.” 


VLEEScHOUWER, J. E. Economische rekenvormen. 2 vols. (The Hague: Martinus Nijhoff. 
1949. Pp. 316; 253. Paper, 19.80 gld.; cloth, 24.50 gld.) 


Lecture notes on types of economic theory as delivered by Wesley C. Mitchell. 2 vols. 
(New York: Augustus M. Kelley. 1949. Pp. 261; 300. Mimeo. $5.50.) 

The lectures were taken down stenographically by a student at Columbia University, 

1934-1935. Professor Mitchell has no responsibility for the accuracy of the transcript. 


Economic History; National Economies 


AculterA, F., editor. Handbook of Latin American studies: 1946. No. 12, prepared by the 
Hispanic Foundation of the Library of Congress. (Cambridge: Harvard Univ. Press. 
1949. Pp. x, 364. $8.50.) 

Contains 28 pages of bibliographical items in economics. 


ALLEN, F. L. The great Pierpont Morgan. (London: Victor Gollancz. 1949. Pp. x, 306. 
15s.) 


Baykov, A. Agricultural development in the U.S.S.R. Bull. on Soviet Econ. Develop. no. 2. 
(Birmingham: Univ. of Birmingham, Dept. of Econ. and Institutions of the U.S.S.R. 
Dec., 1949. Pp. 28.) 


Bestor, A. E., Jr. Backwoods Utopias—the sectarian and Owenite phases of communitarian 
socialism in America: 1663-1829. (Philadelphia: Univ. of Pennsylvania Press. 1950. Pp. 
xi, 288. $3.50.) 


CHaterjI, R. indian economics. 2 vols. 4th rev. ed. (Calcutta: H. Chatterjee and Co., 
Ltd. 1949. Pp. viii, 228; vi, 474. Rs. 4, each.) 


CHUKWUEMEKA, N. African dependencies: a challenge to western democracy. (New York: 
William-Frederick Press. 1950. Pp. 207.) 
A study of the resources, commerce and industries of Nigeria and suggestions for 
economic development. 


Crark, G. N. Science and social welfare in the age of Newton. (Oxford: Clarendon Press. 
1949. Pp. 159. 8s., 6d.) 

Courter, E. M. The Confederate States of America 1861-1865. Vol. VII of A History of 
the South, edited by W. H. Stephenson and E. M. Coulter. (Baton Rouge: Louisiana 
State Univ. Press. 1950. Pp. xiv, 644. $7.) 

pE Mappa.ena, A. Prezzi e aspetti di mercato in Milano durante il secolo xvii. (Milan: 
Rodolfo Malfasi. 1949. Pp. 212. L. 1900.) 


Emmet, B., and Jeuck, J. E. Catalogues and counters—a history of Sears, Roebuck and 
Company. (Chicago: Univ. of Chicago Press. 1950. Pp. xix, 788. $7.50.) 


Guosu, B. B. Indian economics and Pakistani economics. (Calcutta: Mukherjee. 1949. Pp. 
xv, 627. Rs. 10.) 


Hecxscuer, E. F. Sveriges ekomiska historia fran Gustav Vasa. 2 vols. (Stockholm: Albert 
Bonniers Forlag. 1949. Pp. 894, Ixii, 46.) 


Hutcuison, K. The decline and fall of British capitalism. (New York: Scribner. 1950. 
Pp. 315. $3.50.) 

Jenninos, Sir W. I. The British Commonwealth of Nations. (New York: Longmans, 
Green. 1950. Pp. 176. $1.60.) 

Kine, J. E. Science and rationalism in the government of Louis XIV, 1661-1683.—Johns 
Hopkins Univ. stud. in hist. and pol. sci., ser. Ixvi, no. 2. (Baltimore: The Johns 
Hopkins Press. 1949. Pp. 337.) 

Contains an extended rationale of the economic administration of Colbert. 
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Mannino, T. G., Potter, D. M., with collaboration of Davies, W. E. Government and the 
American economy 1870—present: select problems in historical interpretation. (New 
York: Henry Holt. 1950. Pp. xvi, 464. $3.25.) 


NATARAJAN, B. Wealth and welfare in the province of Madras. Prepared for the 10th sess. 
of the All India Agricultural Economic Conference. (Madras: Economic Adviser to the 
Govt. of Madras. 1949, Pp. viii, 206.) 


Newsury, F. D. The American economic system. (New York: McGraw-Hill. 1950. Pp. 
xii, 558. $5.) 
Pareto, V. The ruling class in Italy before 1900. “Old and New Sheaves,” edited by G. 
Prezzolini. (New York: S. F. Vanni. 1950. Pp. 143. $3.50.) 
Articles in English and in French, originally published in Political Science Quarterly, 
Journal des Economistes and Bibliotheque Universelle et Revue Suisse. 


Price, A. H. The evolution of the Zollverein. A study of the ideas and institutions leading 
to German economic unification between 1815 and 1833. (Ann Arbor: Univ. of Michigan 
Press. London: Geoffrey Cumberlege. 1949. Pp. x, 298. 20s.) 

ScoviL_e, W. C. Capitalism and French glassmaking, 1640-1789. (Berkeley and Los Angeles: 
Univ. of California Press. 1950. Pp. xi, 210. $2.50.) 

Swann, N. L., translator. Food and money in ancient China—the earliest economic history 
of China to A. D. 25. Han Shu 24, with related texts, Han Shu 91, and Shih-Chi 129. 
(Princeton: Princeton Univ. Press. 1950. Pp. xiii, 482. $10.) 

Change and the entrepreneur-postulates and patterns for entrepreneurial history. Prepared 
by the Research Center in Entrepreneurial History, Harvard University. (Cambridge: 
Harvard Univ. Press. 1949. Pp. vii, 200. $2.) 

Reports of discussions at several sessions held by the Center. 


Statistics and Econometrics 

ALLEN, R. G. D. Statistics for economists. (New York: Longmans, Green. London: Hutchin- 
son's Univ. Library. 1949. Pp. vii, 216. $1.60.) 

Mann, H. B. Analysis and design of experiments—analysis of variance and analysis of 
variance designs. (New York: Dover Pubs. 1949. Pp. x, 195. $2.95.) 

Mavu.pon, F. R. E. The use and abuse of statistics, with special reference to Australian 
economic and social statistics in peace and war. 3d ed. revised. (Crawley: Univ. of West 
Australia. 1949. Pp. 129.) 

Moon, A. M. Introduction to the theory of statistics. (New York: McGraw-Hill. 1950. 
Pp. xiii, 433. $5.) 

Urmer, M. J. The economic theory of cost of living index numbers. (New York: Columbia 
Univ. Press. London: Geoffrey Cumberlege. 1949. Pp. 106. 15s.) 

Indices of productivity. Conference ser. no. 9. (London: British Institute of Management. 
Pp. 36. 2s., 6d.) 


Economic Systems; Planning and Reform; Cooperation 


Atasco, J. Intellectual capitalism—a study of changing ownership and control in modern 
industrial society. (New York: World Univ. Press. 1950. Pp. xviii, 140. $3.) 

Dicsy, M. The world co-operative movement. (New York: Longmans, Green. London: 
Hutchinson’s Univ. Lib. 1950. Pp. 163. $1.60.) 

Garnett, A. C. Freedom and planning in Australia. (Madison: Univ. of Wisconsin Press. 
1949. Pp. x, 331. $4.) 

Later, H. W. The roud ahead—a primer of capitalism and socialism. (New York: Three 
Arrows Press. 1950. Pp. 87. Paper, 50c.; cloth, $1.) 
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. Toward nationalization of industry. (New York: League for Indus. Democracy. 
1949. Pp. 30. 25c.) 


Lewis, E. L. The individual and society. (New York: Exposition Press. 1949. Pp. 111. $3.) 
The philosophical aspects of the subject are combined with desultory commentary 
upon contemporary social and political problems. 


Lewis, W. A. The principles of economic planning. (London: Allen and Unwin and 
Dennis Dobson. 1949, Pp. 128. 7s., 6d.) 


Maccrecor, D, H. Economic thought and policy. (London: Oxford Univ. Press. 1949. Pp. 
182. 5s.) 


MacKenzie, N. Socialism—a short history. (New York: Longmans, Green. London: 
Hutchinson’s Univ. Library. 1949. Pp. 192. $1.60.) 


Orton, W. A. The economic role of the state. (Chicago: University of Chicago Press. 1950. 
Pp. x, 192. $3.) 
Revised and expanded lectures given at the University of Chicago, October, 1948, on 
the Charles R. Walgreen Foundation for the Study of American Institutions. 


Part, G. U. Préliminaires a l'étude des plans pour Vaprés guerre. (Rome: Institut Internat. 
d’Agriculture. 1946. Pp. xv, 306.) 


Ruerr, J. Epitre aux dirigistes. (Paris: Gallimard. 1949. Pp. 120. 180 fr.) 


Statper, A. Au-dela du capitalisme du collectivisme et du dirigisme. Collection de la 
Nouvelle Ecole de Lausanne. (Lausanne: Imprimeries Populaires. 1949. Pp. 336.) 


National Income and Social Accounting 


Arprecut, K. Produktivitat als wirtschafts und staatspolitische aufgabe. (Tiibingen: J. C. 
B. Mohr. 1949. Pp. 40. DM 1.50.) 

Bray, F. S. Social accounts and the business enterprise sector of the national economy. 
Univ. of Cambridge dept. of applied econ. monog. no. 2. (New York: Cambridge Univ. 
Press. 1950. Pp. 100. $2.50.) 

Wop, K. G. Levestandardens gkonomi. (Oslo: Johan Grundt Tanum. 1949. Pp. 254.) 


Major sources of productivity information. (Washington: Bur. Labor Statistics, Dept. of 
Labor. 1949. Pp. 48.) 


Studies in income and wealth. Vol. XII. By Conference on Research in Income and 
Wealth. (New York: Nat. Bur. of Econ. Research. 1950. Pp. xiv, 585. $6.) 


Business Fluctuations; Prices 
Estey, J. A. Business cycles, their nature, cause, and control. 2nd ed. (New York: Prentice- 
Hall. 1950. Pp. xiii, 527. $6.) 
Kunn, E. Der riickschlag der amerikanischen konjunktur im jahre 1937. (St. Gallen: 
Verlag der Fehr’schen Buchhandlung. 1949. Pp. 163.) 


Kurrmara, K. K. Monetary theory and public policy. (New York: W. W. Norton. 1950. 
Pp. xiv, 393. $4.) 


Nerr, P., and WEIFENBACH, A. Business cycles in Los Angeles. Condensation from book 
Business Cycles in Selected Industrial Areas, prepared by M. Lewin. (Los Angeles: The 
Haynes Foundation. 1949. Pp. 25.) 


TINBERGEN, J., and Po1ak, J. J. The dynamics of business cycles—a study in economic 
fluctuations. (Chicago: Univ. of Chicago Press. 1950. Pp. x, 366. $5.) 


Based on Economische Bewegingsleer by J. Tinbergen. Translated and adapted for 
American use by J. J. Polak. 
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Basic data relating to steel prices. Prepared by the Joint Committee on the Economic 
Report, 81st Cong., 2nd sess. (Washington: Supt. Docs. 1950. Pp. v, 42.) 


Bibliografia sobre ciclos economicos aio 1948. (Buenos Aires: Facultad de Ciencias 
Economicas, Univ. Naccional de Buenos Aires. 1949. Pp. 42.) 


Business forecasting. Conference ser. no. 3. (London: British Institute of Management. 
Pp. 34. 2s., 6d.) 


The business outlook 1950: an evening with the Economic Forum. Stud. in bus. econ. no. 
21. (New York: Nat. Indus. Conference Board. 1950. Pp. 50.) 


December 1949 steel price increases. Report of the Joint Committee on the Economic 
Report together with minority and individual views and comments of certain members, 
81st Cong., 2nd sess. Senate rept. no. 1373. (Washington: Supt. Docs. 1950. Pp. 66.) 


Employment and unemployment. Report of the Subcommittee on Unemployment of the 
Joint Committee on the Economic Report, 81st Cong., 2nd sess. (Washington: Supt. 
Docs. 1950. Pp. xii, 132.) 


Fighting inflation 1945-1949. Pamph. no. 5. (Sydney: Fabian Society of N.S.W. 1949. 
Pp. 30.) 


Handbook of regional statistics. Materials assembled for the Subcommittee on Unemploy- 
ment of the Joint Committee on the Economic Report, 81st Cong., 2nd sess. (Washing- 
ton: Supt. Docs. 1950. Pp. x, 455. $1.) 


January 1950 economic report of the President. Hearings before the Joint Committee on 
the Economic Report, 81st Cong., 2nd sess., January 17-20, 1950 (Washington: Supt. Docs. 
1950. Pp. iii, 297.) 


Low-income families and economic stability. Final report of the Subcommittee on Low- 
Income Families of the Joint Committee on the Economic Report, 81st Cong., 2nd sess. 
Senate doc. no. 146. (Washington: Supt. Docs. 1950. Pp. vi, 30. 20 c.) 


Monetary, credit, and fiscal policies. Hearings before the Subcommittee on Monetary, 
Credit, and Fiscal Policies of the Joint Committee on the Economic Report, 81st Cong., 
Ist sess., September, November and December, 1949. (Washington: Supt. Docs. 1950. 
Pp. iv, 570.) 

Monetary, credit, and fiscal policies. Report of the Subcommittee on Monetary, Credit, and 
Fiscal Policies of the Joint Committee on the Economic Report, 81st Cong., 2nd sess. 
Senate doc. no. 129. (Washington: Supt. Docs. 1950. Pp. v, 51.) 

Volume and stability of private investment. Hearings before the Joint Committee on the 
Economic Report, 81st Cong., 1st sess., Pt. 1, September 27, 28, and 29, 1949: Pt. 2, 
December 6-16, 1949. (Washington: Supt. Docs. Pt. 1, 1949. Pt. 2, 1950. Pp. iii, 114; 
iv, 604.) 

Volume and stability of private investment. Report of the Subcommittee on Investment of 
the Joint Committee on the Economic Report. 81st Cong., 2nd sess. (Washington: Supt. 
Docs. 1950. Pp. v, 32.) 


Money and Banking; Short-Term Credit; Consumer Finance 
Bacu, G. L. Federal Reserve policy-making—a study in government economic policy — 
formation. (New York: Alfred A. Knopf. 1950. Pp. xvii, 282. $3.; text, $2.20.) 


CrowTHeER, G. An outline of money. Rev. ed. (New York and London: Thomas Nelson. 
1950. Pp. xiii, 417.) 


Det Monte, J. Fell’s United States coin book. (New York: Frederick Fell Inc. 1949. Pp. 
121. $1.50.) 


Everest, A. S. Morgenthau, the New Deal and silver: a story of pressure politics. (New 
York: King’s Crown Press. 1950. Pp. 209. $3.50.) 
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HALL, F. G. History of the Bank of Ireland. (Dublin: Hodges, Figgis and Co., Ltd., Oxford: 

B. H. Blackwell Ltd. 1949. Pp. viii, 429. 18s.) 
Published in a de-luxe volume and a students’ edition. 

Hayne, D. F. Bank credit for business. Wisconsin commerce rept., vol. 11, no. 4 (Madison: 
Univ. of Wisconsin. 1949, Pp. 61. $1.10.) 

Kemmerer, E. W. and D. L. The ABC of the Federal Reserve System. 12th ed. (New 
York: Harper. 1950. Pp. xi, 229. $3.) 

Rew, D. C. Money and organisation. (London: Macdonald and Evans. 1950. Pp. ix, 128. 
10s.) 

THUNHOLM, L. F. Svenskt kreditvdsen. (Stockholm: Kooperativa Férbundets Bokforlag. 
1949. Pp. 280.) 

Topo, J. A. The mechanism of exchange. A handbook of economics (currency, banking, and 
trade). 6th ed. (London: Oxford Univ. Press. 1949. Pp. xi, 290. 10s., 6d.) 

Wise, L. Great money reformers. No. 1. Silvio Gesell. No. 2. Arthur Kitson. No. 3. 
Frederick Soddy. (London: Holborn Pub. and Distributing Co. 1949. Pp. 17, 17, 15. 1s.) 

Amendments to Federal Deposit Insurance Act. Hearings before a sub-committee of the 
Senate Committee on Banking and Currency, 81st Cong., 2nd sess. (Washington: Supt. 
Docs. 1950. Pp. 150.) 

The role of gold in the modern economy. Bull. no. 164. (New York: Inst. of Internat. 
Finance, New York Univ. 1949. Pp. 21. 


Business Finance; Investments and Security Markets; Insurance 


Bryson, W. O. Negro life insurance’ companies: a comparative analysis of the operating 
and financial experience of Negro legal reserve life insurance companies. A Univ. of 
Pennsylvania doctoral dissertation. (Author, 2416 Montebello Terr., Baltimore 14, Md. 


1948. Pp. 118. $1.50.) 

Dowrtz, G. W., and Futter, D. R. Investments. 2nd ed. (New York: John Wiley. London: 
Chapman & Hall Ltd. 1950. Pp. viii, 611. $5.) 

Grecc, D. W. An analysis of group life insurance. S. S. Huebner Foundation for Insurance 
Educ. stud. no. 2. (Philadelphia: Univ. of Pennsylvania Press. 1950. Pp. 285. $3.75.) 

Horrman, G. W. Life insurance at work—a study of the beneficiary. (Hartford, Conn.: 
Life Insurance Management Assoc. 1950. Pp. v, 84.) 

Huesner, S. S. Life insurance. 4th ed. (New York: Appleton-Century-Crofts. 1950. Pp. 
xx, 599. $4.50.) 

Huwoip, A. Die schweizerischen effektenbérsen. (Zurich: Verlag des Schweizerischen Kauf- 
minnischen Vereins. 1949. Pp. xi, 191. Fr. 11.) 


Menr, R. I., and Wags, H. G. Business life insurance and its economic applications. Bur. 
of Econ. and Bus. Research bull. ser. no. 69. (Urbana: Univ. of Illinois. 1950. Pp. 66.) 


Roopa, W. H. Inland marine and transportation insurance. (New York: Prentice-Hall. 1950, 
Pp. 555. $6.65; text ed., $5.) 


Stewart, B. An analysis of speculative trading in grain futures. Tech. bull. no. 1001, Oct. 
1949, of the Commodity Exchange Authority, Dept. of Agriculture. (Washington: Supt. 


Docs. 1949. Pp. 134. 30c.) 


Public Finance 
Bennett, O., and Lippincott, I. Public finance. (Cincinnati: South-western Pub. Co. 1949 
Pp. 728.) 
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Gatioway, G. B. Reform of the federal budget. Pub. Affairs bull. no. 80. (Washington: 
Library of Congress Legislative Ref. Service. 1950. Pp. 168.) 


Murpay, H. C. The national debt in war and transition. (New York: McGraw-Hill. 1950. 
Pp. ix, 295. $3.50.) 


Simons, H. C. Federal tax reform. (Chicago: Univ. of Chicago Press. 1950. Pp. x, 161. 
$3.50.) 


Wa tic, H. C., and Apier, J. H. Proyecciones economicas de las finanzas publicas—un 
estudio experimental en El Salvador. (Mexico: Fondo de Cultura Econémica. 1949. Pp. 
364.) 


Analysis of the President’s 1951 budget. Prepared by the staff of the Joint Committee on 
Internal Revenue Taxation. (Washington: Supt. Docs. 1950. Pp. 33.) 


Archivo finanziario—raccolta internazionale di scritti di cultura finanziaria, Vol. I. (Padua: 
Cedam. 1950. Pp. xi, 530.) 
An international collection of 32 papers on public finance, in Italian, French, German 
and English, prepared under the direction of Professor Manuele Marselli, of the Uni- 
versita di Ferrara. é 


The budget of the United States government for the fiscal year ending June 30, 1951. 
Prepared by the Bureau of the Budget. (Washington: Supt. Docs. 1950. Pp. 1198.) 

Commissioner of Internal Revenue annual report for the fiscal year ended June 30, 1949. 
House doc. no. 394. (Washington: Supt. Docs. 1950. Pp. 235.) 


Egypt. Pub. finance information paper ST/ECA/ser. A/1. (Lake Success: U. N. Dept. of 
Econ. Affairs. 1950. Pp. 31, mimeo.) 


Federal grants-in-aid and shared revenues, by state, fiscal years 1949 and 1950. (Washing- 
ton: Div. of Fiscal Analysis, Bur. of Budget. 1950. Pp. 30.) 


Montgomery’s federal taxes—estates, trusts and gifts, 1949-1950. (New York: Ronald 
Press. 1950. Pp. 1155. $12.50.) 


Probleme der offentlichen finanzen und der wahrung: festgabe fiir Eugen Grossman. 
(Zurich: Polygraphischer Verlag A. G. Pp. xiv, 317. 25 fr.) 


Revision of the tax laws. Message from the President, Jan. 23, 1950, 81st Cong., 2nd sess. 
House doc. 451. (Washington: Supt. Docs. 1950. Pp. 8.) 


Shoup Mission report on Japanese taxation. (Tokyo: General Headquarters, Supreme Com- 
mander for the Allied Powers. 1949.) 


Tax and expenditure policy for 1949. (New York: Committee for Econ. Development. 
1949. Pp. 45. Apply.) 


Tax and expenditure policy for 1950. A statement on national policy by the Research and 
Policy Committee. (New York: Committee for Econ. Development. 1950. Pp. 50.) 


International Economics 


Batocu, T. Dollar crisis—causes and cure: a report to the Fabian Society. (New York: 
Macmillan. Oxford: Basil Blackwell. 1949. Pp. xlvi, 269. $3.) 


Bennett, M. K., and associates. International commodity stockpiling as an economic 
stabilizer. Pub. of the Food Research Institute. (Stanford: Stanford Univ. Press. 1949. 
Pp. viii, 205. $3.) 


Broomrtetp, A. I. Capital imports and the American balance of payments 1934-39—a 
study in abnormal international capital transfers. (Chicago: Univ. of Chicago Press. 
1950. Pp. xvii, 340. $6.) 


Hitt, N. International relations. Documents and readings. (New York: Oxford Univ. 
Press. 1950. Pp. xv, 536. $4.50.) 
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Javits, B. A. Peace by investment. (New York: Funk and Wagnalls, in association with 
United Nations World. 1950. Pp. x, 242. $3.50.) 


Lewis, W. A. Economic survey, 1919-1939. (London: Allen and Unwin. 1949. Pp. 221.) 


Lutz, F. A. and V. C. Monetary and foreign exchange policy in Italy. Princeton stud. in 
internat. finance no. 1 (Princeton: Princeton Univ. Press. 1950. Pp. 46. $1.) 


PARMELEE, M. Geo-economic regionalism and world federation. (New York: Exposition 
Press. 1949. Pp. xi, 137. $2.50.) 


RussELt, R. S. Tariff preferences in Western Europe. (London: Empire Economic Union. 
1949. Pp. 56.) 


ScHacHt, H. Account settled. Translated by E. Fitzgerald. (London: Weidenfeld and 
Nicolson. 1949. Pp. 327. 15s.) 


An analysis of the E.C.A. program: a staff study of the Joint Committee on Foreign 
Economic Cooperation, 81st Cong., 2nd sess., March 3, 1950. Senate doc. 142. (Wash- 
ington: Supt. Docs. 1950. Pp. 26.) 


The balance of international payments of the United States 1946-1948. Prepared in the 
Office of Bus. Economics, Dept. of Commerce. (Washington: Supt. Docs. 1950. Pp. 
viii, 275. 55c.) 

Economic bulletin for Europe—third quarter, 1949. Vol. 1, no. 3. Prepared by the Re- 
search and Planning Division, U. N. Economic Commission for Europe. (New York: 
Columbia Univ. Press. 1950. Pp. 86. 50c.) 

No Bulletin for the fourth quarter has been issued. Analysis of economic develop- 
ments during that period will be included in the Economic Survey of Europe in 1949. 


Economic development of under-developed countries. (U. N. doc. E/1562. Pp. 354.) A 
mimeographed document now in United Nations depository libraries and international 


study centers not yet available for public sale. Will be available through Columbia Uni- 
versity Press when printed. 

Economic survey of Latin America 1948. Prepared by the secretariat of the Economic 
Commission for Latin America, U. N. Dept. of Economic Affairs. (New York: Columbia 
Univ. Press. 1949. Pp. xx, 279. $2.) 


European recovery programme: second report of the Organization for European Economic 
Co-operation. (Paris: Organization for European Econ. Co-operation. 1950. Pp. 378.) 


Export control and allocation powers. Tenth quarterly report by the Secretary of Com- 
merce. (Washington * Supt. Docs. 1950. Pp. 31.) 

Final report of the United Nations Economic Survey Mission for the Middle East. Pt. I, 
The final report and appendices. Pt. 11, The technical supplement. (New York: Columbia 
Univ. Press. 1949. Pp. viii, 103; vi, 74. $1.; 80c.) 

Foreign commerce handbook—a guide to sources of information for exporters and im- 
porters: where to go, how to get it. 1950 ed. (Washington: Chamber of Commerce of 
U. S. 1950. Pp. 169. $1.) 


Foreign exchange regulations in Great Britain. Suppl. 1. (Basle: Bank for Internat. Settle- 
ments. 1950. Pp. 25.) ' 

Foreign transactions of the U. S. government (basic data through September 30, 1949). 
(Washington: Office of Bus. Econ., Dept. of Commerce. 1950. Pp. iii, 86.) 


International organizations in which the United States participates. Dept. of State pub. 
3655. (Washington: Supt. Docs. 1950. Pp. viii, 335. 65c.) 


International Trade Organization and the reconstruction of world trade. (New York: 
Committee for Econ. Development. 1949. Pp. 45. Apply.) 
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Methods of financing economic development in under-developed countries. U. N. pub. no. 
1949. II.B 4 (New York: Columbia Univ. Press. 1949. Pp. vii, 163. $1.25.) 


National and international measures for full employment. Report by a group of experts 
appointed by the Secretary-General. U. N. pub. 1949. ILA. 3. (New York: Columbia 
Univ. Press. 1949. Pp. vi, 104. 75c.) 

The group of experts was composed of J. M. Clark in association with A. Smithies, 
N. Kaldor, P. Uri, and E. R. Walker who acted as chairman of the group. 


Patterns of cooperation—achievements of international organizations in the economic and 
social field. State Office of Public Affairs pub. 3735. (Washington: Supt. Doc. 1950. Pp. 
v, 130.) 


Point 4—Cooperative program for aid in the development of economically underdeveloped 
areas. Prepared by Dept. of State with assistance of an interdepartmental advisory 
committee and National Advisory Council. (Washington: Dept. of State. 1949. Pp. 145.) 


(“Point IV” program). International Technical Cooperation Act of 1949. Hearings, House 
Committee on Foreign Affairs, 81st Cong., Ist sess., Sept. 27-Oct. 7, 1949. (Washington: 
Supt. Docs. 1950. Pp. 360.) 


The following pamphlets on making Point IV effective have been published in a Bold 
New Program series by the Public Affairs Institute, Washington, D.C. 
A policy and program for success. By D. Anderson and S. Raushenbush. No. 1, P. 76. 40c. 
Two-thirds of the world, by H. R. Isaacs. No. 2. Pp. 64. 40c. 
Groundwork for action, by M. L. Cooke and others. No. 3. Pp. 96. 50c. 
Engineers of world plenty, by J. Rorty. No. 4. Pp. 70. 40c. 
People, food, machines, by S. Raushenbush. No. 5. Pp. 79. 50c. 
Helping people help themselves, by W. J. Campbell and R. Y. Giles, and The Adjustment 
of Industry, by W. Park. No. 6, Pp. 71. 50c. 
Foreign aid and our economy, by S. E. Harris, No. 7. Pp. 75. 40c. 
Where is the money coming from? by M. S. Rosenthal. No. 8. Pp. 59. 40c. 


Recent developments in the world economic situation. U. N. pub. 1949. 11.C. 4 (New 
York : Columbia Univ. Press. 1949. Pp. vi, 48. 40c. 


Relative prices of exports and imports of under-developed countries—a study of post-war 
terms of trade between under-developed and industrialized countries. Prepared by the 
U. N. Dept. of Economic Affairs. (New York: Columbia Univ. Press. 1949. Pp. viii, 
156. $1.) 


Reports of the Commonwealth Economic Committee. 33d report. A review of common- 
wealth trade. (London: H. M. Stat. Office. 1949. Pp. 53. 1s., 6d.) 


Report of the ECA-Commerce Mission to investigate possibilities of increasing Western 
Europe’s dollar earnings. (Washington: The Econ. Cooperation Admin. 1949. Pp. vii, 
227.) 


Reports of international arbitral awards. Vol. TI. U. N. pub. 1949.v.2 (New York: Co- 
lumbia Univ. Press. 1949. Pp. 859. $7.) 


Review of the economic conditions of India with special reference to foreign trade in 
1948-1949. (Delhi: Manager of Publications. 1949. Pp. 238. 18s.) 


Sixth report to Congress of the Economic Cooperation Administration, for the quarter 
ended September 30, 1949. (Washington: Econ. Cooperation Admin. 1950. Pp. x, 140. 
35c.) 


Statistical yearbook 1948. Prepared by the Statistical Office of the United Nations. (New 
York: Columbia Univ. Press. 1949. Pp. 480. $6.) 


Western Europe: problems and prospects. Econ. pol. div. ser. no. 21. (New York: Nat. 
Assoc. of Manufacturers of U.S.A. 1949. Pp. 47.) 
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Business Administration 


ANSHEN, M. Students workbook for use with An Introduction to Business. (New York: 
Macmillan. 1949. Pp. 442. $2.10.) 


Braprorp, E. S. Survey and directory of marketing research agencies in the United States 
and the world, 1949. (Yonkers, N.Y.: Christian E. Burckel & Assoc. 1949. Pp. 112.) 


BreEEN, G. E., THompson, R. B., and West, H. Effective selling. (New York: Harper. 1950. 
Pp. viii, 278. $3.) 


Butiincer, C. E. Engineering economic analysis. 2nd ed. (New York: McGraw-Hill. 
1950. Pp. xiii, 397. $4.) 


CourtAuLp, S. Ideals and industry. (London: Cambridge Univ. Press. 1949. Pp. xviii, 
134. 10s., 6d.) 


Eiteman, W. J. Graphic budgets. (Ann Arbor: Masterco Press. 1949. Pp. 107. $2.50.) 


Fourke, R. A. Practical financial statement analysis. 2nd ed. (New York: McGraw-Hill. 
1950. Pp. xx, 713. $5.50.) 


Hosart, D. M., editor. Marketing research practice. (New York: Ronald Press. 1950. 
Pp. 471.) 


KeEELEy, J. C. Making inventions pay—a practical guide to selling, protecting, manufactur- 
ing, and marketing your inventions, (New York: Whittlesey House, McGraw-Hill. 
1950. Pp. xi, 246. $2.95.) 


Ross, L. A. Dictionary of business terms: Spanish-English and English-Spanish. (New 
York: Wiley. 1950. Pp. 231. $4.) 


SmituH, D. T. and Butters, J. K. Taxable and business income. Fiscal pol. ser. no. 2. 
(New York: Nat. Bur. of Econ. Research. 1949. Pp. xxv, 342. $4.) 


Accounting and tax problems in the fifties. Technical papers from the 62nd annual meet- 
ing of the American Institute of Accountants, Los Angeles, Calif., Oct. 31-Nov. 3, 
1949. (New York: Am. Inst. of Accountants. 1950. Pp. 110. $1.) 


Economic factors in market planning. Marketing ser. no. 77. (New York: Am. Manage- 
ment Assoc. 1949. Pp. 35. 75c.) 


Lake’s monthly installment and interest tables. Sth ed. (Denver: A. V. Lake and Co. 
Pp. 366. $7.) 


Management and the financier. Management in private enterprise and nationalized in- 
dustry. Conference ser. no. 2. (London: British Institute of Management. Pp. 24. 
2s., 6d.) 


Selling to the federal government. Prepared by the staff of the Bur. of Nat. Affairs, Inc. 
(Washington: Bur. of Nat. Affairs, Inc. 1949. Pp. iii, 348. $5.) 


Industrial Organization and Markets; Public Regulation of Business 


BromaceE, A. W. Introduction to municipal government and administration. (New York: 
Appleton-Century-Crofts. 1950. Pp. x, 693. $5.) 


Coase, R. H. British broadcasting—a study in monopoly. (Cambridge: Harvard Univ. 
Press, for the London School of Economics and Political Science. 1950. Pp. ix, 196. 
$2.75.) 


Hoar, R. S. Patent tactics and law. 3d ed. (New York: Ronald Press. 1950. Pp. xv, 352. 
$7.) 


McMr1an, S. S. Individual firm adjustments under OPA, a study in the dynamics of 
flexible pricing. (Bloomington, Ind.: Principia Press. 1949. Pp. 256.) 
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NasH, B. D. and Lynog, C. A hook in Leviathan—a critical interpretation of the Hoover 
Commission Report. (New York: Macmillan. 1950. Pp. xix, 234. $3.) 


Allocation of scarce commodities through voluntary agreements; report to the Secretary 
of Commerce, Sept. 30, 1949. Prepared by the Office of Industry Cooperation, Dept. 
of Commerce. (Washington: Supt. Docs. 1949. Pp. 54.) 


Delivered pricing. (Durham: Duke Univ. Law and Contemporary Problems, vol. 15, no. 2, 
spring, 1950. Pp. 191.) 


Governmental support programs and price policies; relationships of business and agricul- 
ture. Stud. in bus. and econ. no. 2. (Emory University, Ga.: School of Bus. Admin. 
1949. Pp. 22. Apply.) 


Progress report, first session of the House Select Committee on Small Business, 81st Cong., 
pursuant to H. Res. 22, a resolution creating a Select Committee to conduct a study 
and investigation of the problems of small business. (Washington: Supt. Docs. 1950. 
Pp. 82.) 

Small business organizations. Hearings before the House Select Committee on Small 
Business, 81st Cong., 1st sess., pursuant to H. Res. 22, Aug. 22, 1949. (Washington: 
Supt. Docs. 1950. Pp. 40.) 


Report with recommendations of the Subcommittee on Small Business, Senate Committee 
on Banking and Currency, 81st Cong., 2nd sess., Jan. 31, 1950. (Washington: Supt. 
Docs. 1950. Pp. 15.) 


Securities and Exchange Commission fifteenth annual report, fiscal year ended June 
30, 1949. (Washington: Supt. Docs. 1949. Pp. 270.) 


Synthetic rubber. Recommendations of the President transmitted to the Congress together 
with a Report on maintenance of the synthetic rubber industry in the United States 
and disposal of government-owned synthetic rubber facilities from [John R. Steelman] 
the Assistant to the President, Jan., 1950. (Washington: Supt. Docs. 1950. Pp. 121.) 


Public Utilities; Transportation; Communications 


Bauer, J. Transforming public utility regulation—a definite administrative program. (New 
York: Harper. 1950. Pp. xi, 367. $5.) 


Gooprick, M. G. The federal subsidy of commercial aviation. (Evanston: Author. 1949. 
Pp. 214.) 


TimMMERMAN, W. A. Railway expenditure and the volume of traffic. Pt. 1. Submitted as 
thesis for the degree of Doctor of Commerce at the University of Pretoria, Union of 
South Africa. (New York: Manhattan Pub. Co. 1946. Pp. iv, 69.) 


Witson, G. L. and Bryan, L. A. Air transportation. (New York: Prentice-Hall. 1949. 
Pp. ix, 665. $7.65.) 


63rd annual report of the Interstate Commerce Commission, November 1, 1949. (Wash- 
ington: Supt. Docs. 1949. Pp. iv, 184. $1.25.) 


Civil Aeronautics Board annual report, 1949. (Washington: Supt. Docs. 1949. Pp. 70.) 


Community airport requirements. (Washington: Civil Aeronautics Commission, Dept. of 
Commerce. 1950. Pp. iv, 49, mimeo.) 


Highways and the nation’s economy. Prepared by the Joint Committee on the Economic 
Report, 81st Cong., 2nd sess. (Washington: Supt. Docs. 1950. Pp. vi, 76.) 


Work of the Public Roads Administration, Federal Works Agency, annual report, fiscal 
year 1949. (Washington: Supt. Docs. 1950. Pp. 105.) 
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Industry Studies 


ApaMs, W. The structure of American industry—some case studies. (New York: Mac- 
millan. 1950. Pp. x, 588. $4.75.) 
Studies of thirteen industries, together with a chapter on labor and one on public 
policy. 
ANDERSON, R. E. The story of the American automobile. (Washington: Public Affairs Press. 
1950. Pp. vii, 301. $3.75.) 


Guturiz, J. A. The economics of pulp and paper. (Pullman: State College of Washing- 
ton Press. 1950. Pp. xi, 194. Cloth, $2.50; paper, $1.50.) 


European steel trends in the setting of the world market. Prepared by the Steel Division, 
Economic Commission for Europe. U. N. pub. 1949.11.E.2. (New York: Columbia Univ. 
Press. 1949. Pp. vii, 148. $1.50.) 


German steel at the cross roads. (London: Iron and Steel Federation. 1949. Pp. 6.) 


Land Economics; Agricultural Economics; Economic Geography 
Bren, R. O. Price spreads between farmers and consumers. Bur. Agric. Econ. agric. inf. 
bull. no. 4. (Washington: Supt. Docs. 1949. Pp. 95.) 
Brack, J. D. Federal-state-local relations in agriculture. Planning pamph. no. 70. (Wash- 
ington: Nat. Planning Assoc. 1950. Pp. vi, 46. 50c.) 


Conen, R. L. The economics of agriculture. New ed., Cambridge econ. handbook ser. x. 
(New York: Pitman Pub. Corp. 1949. Pp. xvi, 216 $1.75.) 
The final chapter on State Intervention has been largely rewritten. 


De Lucci, E. R. Bureau of Power report to Federal Power Commission on possibilities 
for redevelopment of Niagara Falls for power, Niagara River, New York. (Washington: 
Federal Power Commission. 1949. Pp. 125.) 

Gartock, F. L. and others. The balance sheet and current financial trends of agriculture, 
1949. Agric. inf. bull. no. 1. (Washington: Supt. Docs. 1949. Pp. 51. Apply.) 

Grester, L. Production of new housing. A research monograph on efficiency in produc- 
tion. (New York: Soc. Sci. Research Council. 1950. Pp. ix, 186. $1.75.) 

Hartianp, P. C. Balance of interregional payments of New England. Brown Univ. stud., 
vol. xiv. (Providence: Brown Univ. 1950. Pp. vii, 125, mimeo.) 


Pocus, J. E. Oil in Venezuela; an economic study. Based on an address at a meeting of 


the Asociacién Venezulana de Geologia, Mineria y Petrdleo. Colegio de Ingenieros,: 


Caracas, Venezuela. (New York: Chase Nat. Bank. 1949. Pp. 49. Apply.) 

SAULNIER, R. J. Costs and returns on farm mortgage lending by life insurance companies 
1945-1947. Occas. paper no. 30. (New York: Nat. Bur. Econ. Research. 1949. Pp. 55. 
75¢.) 

Sovanr, N. V. The international position of India’s raw materials. (New Delhi: Indian 
Council of World Affairs. 1948. Pp. xi, 332. $4.) 

Traversin, G. L’Agriculture en Grande Bretagne. 2 vols. (Paris: Centre National 
d’Information Economique. 1949. Pp. ix, 252; 224.) 

Wirtu, L. and Bernert, E. H., editors. Local community fact book of Chicago. (Chicago: 
Univ. of Chicago Press. 1949. Pp. xii, 150. $2.50.) 

Abstract of agricultural statistics of India 1936-37 to 1945-46. Ministry of Agric. pub. 
(Madras: Econ. and Statistical Adviser. 1949. Pp. xx, 533. Rs. 4-2-0.) 


Agricultural wages and incomes of primary producers. Internat. Labour Organization, 
Asian Regional Conf., Jan., 1950, Rept. 4. (Washington: Internat. Lab. Off. 1950. 
Pp. 107. 7S¢.) 
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Agriculture in Britain; a general survey of policy, production, and organization. British 
Information Services, Reference Div. (London: Trade Union Labor. 1949. Pp. 70.) 

An analysis of the Brannan Plan. Econ. pol. div. ser. no. 17. (New York: Nat. Assoc. of 
Manufacturers of U.S.A. 1949. Pp. 16.) 


The balance sheet and current financial trends of agriculture, 1949. Dept. of Agric., Bur. 
of Agric. Econ. inf. bull. no. 1, Oct. 1949. (Washington: Supt. Docs. 1949. Pp. 51.) 


Bituminous coal. 1948 ed. (Washington: Bituminous Coal Institute. 1948. Pp. 148.) 
Bituminous coal annual, 1949. (Washington: Bituminous Coal Institute. 1949. Pp. 192.) 


Central Arizona project and Colorado River water rights. Hearings before the Senate 
Committee on Interior and Insular Affairs, 81st Cong., 1st sess. March 21-May 2, 1949. 
Senate rept. 832. (Washington: Supt. Docs. 1949. Pp. 954.) 


Central Valley Basin; a comprehensive report on the development of the water and 
related sources for irrigation, power production, and other beneficial uses in California, 
and comments by the State of California and federal agencies. Prepared by the Bureau 
of Reclamation. Senate doc. 113. (Washington: Supt. Docs. 1949. Pp. 431.) 


Cooperative housing. Hearings, House Committee on Banking and Currency, 81st Cong., 
2nd sess., Jan. 30-Feb. 14, 1950. (Washington: Supt. Docs. 1950. Pp. 472.) 


The economic power of labor organizations. Report of the Senate Committee on Banking 
and Currency, 81st Cong., 2nd sess., upon the result of its hearings, together with 
minority views, Jan. 23, 1950. (Washington: Supt. Docs. 1950. Pp. 15.) 


Housing act of 1950. Report of the House Committee on Banking and Currency to ac- 
company H.R. 7402, Feb. 23, 1950, 81st Cong., 2nd sess. (Washington: Supt. Docs. 
1950. Pp. 60.) 


Housing in Canada—a factual summary. A quarterly compilation of statistics. (Ottawa: 
Central Mortgage and Housing Corp.) 


Middle-income housing. Hearings, Senate Committee on Banking and Currency, 81st 
Cong., 2nd sess., Jan. 12-18, 1950. Pt. 2, Feb. 16, 1950. (Washington: Supt. Docs. 1950. 
Pp. 354; 72.) 


Mineral resources development. Hearings before Senate Committee on Interior and Insular 
Affairs, 81st Cong., 1st sess. July 15-Aug. 5, 1949. (Washington: Supt. Docs. 1949. 
Pp. 325.) 


Must we have food surpluses? A report of discussion in the NPA Agriculture Committee 
on National Policy. Planning pamph. no. 66. (Washington: Nat. Planning Assoc. 1949. 
Pp. 55.) 


Program for land and water resources development of the Missouri River Basin; including 
the expenditures and estimated requirements for the six year period 1951-1956. 3d annual 
rev., Sept. 1949. (Billings, Mont.: Missouri Basin Inter-Agency Committee. 1949. Pp. 52.) 


Report of the administrator, Production and Marketing Administration, Dept. of Agricul- 
ture. (Washington: Supt. Docs. 1950. Pp. 100.) . 


Labor 


ALTMAN, R. Availability for work—a study in unemployment compensation. (Cambridge: 
Harvard Univ. Press. 1950. Pp. x, 346. $4.50.) 


Broom, G. F. and Norturup, H. R. Economics of labor and industrial relations. (Phila- 
delphia: Blakiston. 1950. Pp. x, 749. $5.) 


CassELMAN, P. H. Labor dictionary—a concise encyclopaedia of labor information. (New 
York: Philosophical Library. 1949. Pp. xi, 554. $7.50.) 


> 
| 
one 
a 
| 


TITLES OF NEW BOOKS 485 


CuHALMeErs, W. E. and MacEacuron, S. Master agreements in collective bargaining. In- 
stitute of Labor and Indus. Relations pub. (Urbana: Univ. of Illinois. 1949. Pp. 21. 
Apply.) 

CirETon, G. U. Making work human. (Yellow Springs, Ohio: Antioch Press. 1949. Pp. vi, 
326. $3.75.) 


Doovy, F. S. Readings in labor economics. (Cambridge: Addison-Wesley Press. 1950. Pp. 
viii, 481. $3.75.) 
An excellent selection of outstanding articles for use in labor courses. 


Fiorence, P. S. Labour. (New York: Longmans, Green. London: Hutchinson’s Univ. 
Lib. 1950. Pp. viii, 230. $1.60.) 


Heron, A. R. and others. Trends in industrial relations. Bull. no. 16. (Pasadena: Indus. 
Relations Sec., California Inst. of Technology. 1949. Pp. 88. Apply.) 


Jensen, V. H. Heritage of conflict—labor relations in the nonferrous metals industry up 
to 1930. (Ithaca: Cornell Univ. Press. 1950. Pp. xiii, 495. $4.75.) 


Knicnt, C., editor. The economics of collective bargaining. Proceedings of a series of 
public lectures, held in 1948 and 1949 in Berkeley and Los Angeles, by W. P. Reuther, 
W. Morse, S. H. Slichter, E. G. Nourse, W. F. Bennett, M. J. Tobin, W. Green, and 
W. W. Williams. (Berkeley: Institute of Indus. Relations, Univ. of California. 1950. 
Pp. vii, 108. $1.) 


Kornwauser, A., editor. Psychology of labor-management relations. Proceedings of the 
meeting held in Denver, Sept. 7, 1949, under the joint sponsorship of the Industrial 
Relations Research Association, the Division of Industrial and Business Psychology of 
the American Psychological Association, and the Society for the Psychological Study 
of Social Issues. (New York: American Book-Stratford Press, for the Industrial Rela- 
tions Research Assoc. 1949. Pp. 122. $1.50.) 


Lester, R. A. and Aaronson, R. L. Job modifications under collectiye bargaining—a survey 
of company experience and four case studies. (Princeton: Indus. Relations Section, 
Princeton Univ. 1950. Pp. 78.) 


Levy, B. W. Multi-employer bargaining and the anti-trust laws. (Philadelphia: Univ. of 
Pennsylvania Press. London: Geoffrey Cumberlege. 1949. Pp. 82. 12s.) 


LIEBERMAN, E. Unions before the Bar: Historic trials showing the evolution of labor 
rights in the United States. (New York: Harper. 1950. Pp. x, 371. $5.) 


Mitts, H. A. and Brown, E. C. From the Wagner Act to Taft-Hartley—a study of na- 
tional labor policy and labor relations. (Chicago: Univ. of Chicago Press. 1950. Pp. x, 
723. $8.50.) 


Parmer, G. L. and Ratner, A. Industrial and occupational trends in national employ- 
ment, 1910-1940, 1910, 1948. Research rept. no. 11 (Philadelphia: Univ. of Pennsyl- 
vania, Indus. Research Dept. 1949. Pp. 68.) 


Picov, A. C. Wage statistics and wage policy. (London: Oxford Univ. Press. 1949. Pp. 
44. 2s.) 


SackMAN, M. Welfare collective bargaining in action—a study of the Health and Welfare 
Fund of the Joint Board, Dress and Waistmakers’ Union of New York City and vicinity. 
N. Y. State School of Indus. and Labor Relations research bull. no. 3. (Ithaca: N. Y. 
State School of Indus. and Lab. Relations, Cornell Univ. 1947. Pp. 53. Apply.) 


SriverBerc, L. G. How to take a case before the National Labor Relations Board. (Wash- 
ington: Bur. of Nat. Affairs. 1949. Pp. 292.) 


Yover, D. and NeEtson, L. P. Minnesota manpower managers in 1949. Indus. Relations 
Center research and technical rept. 5. (Minneapolis: Univ. of Minnesota, Professional 
Colleges Bookstore. 1949. Pp. iii, 6. 50c.) 
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Annual report (2d) fiscal year 1949, U. S. Federal Mediation and Conciliation Service. 
(Washington: Supt. Docs. 1950. Pp. 42.) 


Annual report of the Secretary of Labor, fiscal year 1949. (Washington: Supt. Docs. 1950. 
Pp. 106.) 


Annual report on wage rates and hours of labour in Canada, October, 1948. Pub. of Econ. 
and Research Branch, Dept. of Labour. (Ottawa: Edmond Cloutier. 1949. Pp. 104.) 


Conducting wage surveys—proceedings of a conference held February 10-11, 1949 at the 
Center for Continuation Study, University of Minnesota. Indus. Relations Center re- 
search and technical rept. 4. (Minneapolis: Univ. of Minnesota, Professional Colleges 
Bookstore. 1949. Pp. 51. $1.) 


Employee benefit plans in agreements of AFL tobacco workers. (Washington: Bur. Labor 
Stat., Dept. of Labor. Pp. 49.) 


Legislative history of the National Labor Relations Act, 1935. Prepared and indexed by 
Louis Schwartz with the assistance of John Barriere. (Washington: Supt. Docs. 1949.) 


Minimum wage fixing machinery in agriculture. Rept. VII (2), International Labour Con- 
ference, 33d sess., Geneva, 1950. (Geneva: Internat. Labour Office. 1950. Pp. 63.) 


National Labor Relations Board annual report (14th) 1949. (Washington: Supt. Docs. 
1950. Pp. 290.) 


The new wage and hour law. Includes complete analysis, conference and committee re- 
ports, Congressional debate on amendments, text of Fair Labor Standards Act as 
amended. (Washington: Bur. of Nat. Affairs. 1949. $5.) 


Pension plans in collective bargaining. Institute of Labor and Indus. Relations pub. (Ur- 
bana: Univ. of Illinois. 1950. Pp. 31.) 


Research publications in industrial relations. Cooperative publication of California Insti- 
tute of Technology, University of California, University of Chicago, Cornell Univer- 
sity, University of Illinois, Massachusetts Institute of Technology, University of Michigan, 
University of Minnescta, Ohio State University, University of Pennsylvania, Princeton 
University, Yale University. 

Apply at any one of the industrial relations centers of the above universities. Pp. 20. 

Résumé of the proceedings of the 16th National Conference on Labor Legislation. Dept. 
of Labor Bull. no. 117. (Washington: Supt. Docs. 1950. Pp. 35.) 

Contains committee reports on child labor, employment opportunities, industrial 
health and safety, migratory labor, wages and hours. 


Population; Social Welfare and Living Standards 


BartLett, R. W. Security for the people—ways of maintaining full employment and high 
farm income. (Chicago: Wilcox and Follett. 1949. Pp. vii, 303. $3.75.) 


BertraM, G. C. L. Population trends and the world’s biological resources. (London: Cassell 
(The Eugenics Society). 1949. Pp. 38. 2s.) 


Jacovemyns, G. Les budgets familiaux d’ouvriers et d’employés, 1947-1948. (Brussels: 
Institut Univ. d’Information Soc. et Econ. 1949. Pp. 56.) 

Jones, D. C. Social surveys. (New York: Longmans, Green. 1950. Pp. 232. $1.60.) 

Mair, G. F. Studies in population; proceedings of the annual meeting of the Population 


Association of America at Princeton, N.J., May, 1949. (Princeton: Princeton Univ. 
Press. 1949. Pp. 177. $2.50.) 


MeriaM, L., ScHLoTTERBECK, K. T., and Maronry, M. The cost and financing of social 
security. (Washington: Brookings Institution. 1950. Pp. ix, 187. $3.) 


RarnsoTH, E. D. and WHEELER, B. O. A survey of the housing, income, population of 
Kent, Washington, and its environs. 
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——. A survey of the housing, income, population of Auburn, Washington, and its en- 
virons. 
(Seattle: Bur. of Bus. Research, Univ. of Washington. 1950. Pp. 104; 110.) 


ZruTHEN, F. Social sikring. Socialpolitik. Vol. II. (Copenhagen: Arnold Busck. 1948. 
Pp. xiv, 284. Paper, Kr. 14.00; bound, Kr. 17.50.) 
This valuable book on social security follows the first volume published in 1939. 


Annual report Railroad Retirement Board for the fiscal year ended June 30, 1949, with 
the fourth actuarial valuation. (Washington: Supt. Docs. 1950. Pp. 249.) 


Consumption of food in the United States, 1909-48. Dept. Agric. pub. no. 691. (Washing- 
ton: Supt. Docs. 1949. Pp. 196.) 


Estimated cost of social security expansion. Pub. no. 73. (Chicago: Research Council for 
Econ. Security. 1949. Pp. 8. Apply.) 


Financing pensions; keying finance policies to the economic outlook. Financial manage- 
ment ser. no. 96. (New York: American Management Assoc. 1950. Pp. 27.) 


Negotiated pension plans: text of 30 agreements with editorial summary. (Washington: 
Bur. of Nat. Affairs, Inc. 1950. Pp. 248.) 


The population problem. Summary of the report of the Royal Commission on Population, 
with foreword by Sir Hubert Henderson. (London: “News Chronicle” Pub. Dept. 1949. 
Pp. 80. 1s.) 


Quantity and cost budgets for three income levels—prices for San Francisco, September, 
1949, Issued by the Heller Committee for Research in Social Economics. (Berkeley: 
Univ. of California Press. 1950. Pp. 116. $1.25.) 


Report of the New York State Advisory Council on placement and unemployment in- 
surance for the year 1949. (New York: State Advisory Council on Placement and Un- 
employment Insurance. 1950. Pp. 56.) 


Social security legislation throughout the world. Fed. Security Agency, Soc. Security 
Admin. bur. rept. no. 16. (Washington: Supt. Docs. 1949. Pp. iv, 176.) 


Social security revision. Hearings, Senate Committee on Finance, 81st Cong., 2nd sess. 
Pt. 1, Testimony and recommendations by the Social Security Administration, Jan. 17-20, 
1950. (Washington: Supt. Docs. 1950. Pp. 155.) 


Systems of social security: New Zealand. (Washington: Internat. Lab. Off. 1949. Pp. 76.) 
World population trends, 1920-1947. ST/SOA/Ser. A. Population stud. no. 3. (Lake Suc- 
cess: U. N. Dept. of Social Affairs. 1949. Pp. 16.) 
Unclassified Items 
Braprorp, S. C. Documentation. (Washington: Public Affairs Press. 1950. $3.) 
Maclver, R. M. The ramparts we guard. (New York: Macmillan. 1950. Pp. 152. $3.) 


MitcHeELL, W. and others. Twenty-ninth annual report of the National Bureau of Eco- 
nomic Research. (New York: Nat. Bur. Econ. Research. 1949. Pp. 107, Apply.) 


Unuic, J. Handbuch der weltwirtschaft. (Niirnberg: Nest-Verlag. 1949. Pp. 354.) 
A handbook of useful economic information set out in alphabetical order. 


The economic almanac for 1950. A handbook of useful facts about business, labor and 
government in the United States and other areas. (New York: Nat. Industrial Conf. 
Board. 1950. Pp. xii, 663.) 


Register of research in the social sciences in progress and in plan and directory of research 
institutions. Edited by F. Stone. (London: Cambridge Univ. Press. 1949. Pp. 155. 15s.) 


Social Science Research Council report 1948-1949. (New York: Soc. Sci. Research Council. 
1950. Pp. 63.) 
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PERIODICALS 


Economic Theory; General Economics 

ARMSTRONG, W. E. A note on the theory of consumers’ behavior. Oxford Econ. Papers, 
Jan., 1950. Pp. 4. 

Barser, C. L. The instantaneous theory of the multiplier. Canadian Jour. Econ. and Pol. 
Sci., Feb., 1950. Pp. 5. 

Carter, C. F. Expectation in economics. Econ. Jour., Mar., 1950. Pp. 14. 

CocHRANE, D. Measurement of economic relationships. Econ. Record, Dec., 1949. Pp. 
27. 

Domar, E. D. The Varga controversy. Am. Econ. Rev., Mar., 1950. Pp. 20. 

Exuis, H. S. The economic way of thinking. Am. Econ. Rev., Mar., 1950. Pp. 12. 

Grarr, J. pe V. Mr. Harrod on hump saving. Economica, Feb., 1950. Pp. 10. 

GrorcEscu-Rogcen, N. The theory of choice and the constancy of economic laws. Quart. 
Jour. Econ., Feb., 1950. Pp. 14. 

HaaveL_mo, T. The notion of involuntary economic decisions. Econometrica, Jan., 1950. 
Pp. 8. 

. A note on the theory of investment. Rev. Econ. Stud., vol. xvi (2), no. 40, 1949- 

50. Pp. 4. 

Hansen, A. H. The Robertsonian and Swedish systems of period analysis. Rev. Econ. 
and Stat., Feb., 1950. Pp. 6. 

Hickman, W. B. The determinancy of absolute prices in classical economic theory. 
Econometrica, Jan., 1950. Pp. 12. 

Hoos, S. Implications of aggregative theories for agricultural economists. Jour. Farm. 
Econ., Proceedings, Nov., 1949. Pp. 12. 

Kennepy, C. The common sense of indifference curves. Oxford Econ. Papers, Jan., 1950. 
Pp. 9. 

Kre.ie, W. Die grenzproduktivitatstheorie des Lohnes. Jahrb. f. Nationalok. und Statistik, 
Jan., 1950, Pp. 42. 

LeontiEF, W. The consistency of the classical theory of money and prices. Econometrica, 
Jan., 1949. Pp. 4. 

MossE, R. Economic knowledge and the problem of method. In English and French. 
Internat. Soc. Sci. Bull., no. 3-4, 1949. Pp. 9. 

Maxower, H. and Baumot, W. J. The analogy between producer and consumer equili- 
brium analysis. Economica, Feb., 1950. Pp. 18. 

May, K. A note on the pure theory of production. Econometrica, Jan., 1950. Pp. 4. 

Meek, R. L. The decline of Ricardian economics in England. Economica, Feb., 1950. 
Pp. 20. 

Menta, J. K. Dynamic economics. Indian Jour. Commerce, Sept., 1949. Pp. 20. 

Parsons, K. H. The logical foundations of economic research. Jour. Farm Econ., Nov., 
1949. Pp. 31. 

Perroux, F. Economic space: theory and applications. Quart. Jour. Econ., Feb., 1950. 
Pp. 16. 

Rosertson, D. H. A revolutionist’s handbook. Quart. Jour. Econ., Feb., 1950. 

SAMUELSON, P. A. Evaluation of real national income. Oxford Econ. Papers, Jan., 1950. 
Pp. 29. 

ScnHumpeter, J. A. Wesley Clair Mitchell (1874-1948). Quart. Jour. Econ., Feb., 1950. 
Pp. 17. 

Tress, R. C. How much deflation? Westminster Bank Rev., Feb. 1950. Pp. 7. 
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Utimo, J. Théorie du profit. Rev. d’Econ. Pol., July-Aug., 1949. Pp. 29. 

VON STACKELBERG, H. F. Die theorie des wechselkurses bei vollstandiger konkurenz. Jahrb. 
f. Nationalok. und Statistik, Sept., 1949. Pp. 65. 

WEILLER, J. La doctrine économique a@ “U’Heure du Choix.”” Rev. d’Hist. Econ. et Soc., 
vol. xxvii, 1948-49. Pp. 21. 

. Les préférences nationales de structure et le déséquilibre structurel. Rev. d’Econ. 

Pol., July-Aug., 1949. Pp. 21. 

Weston, J. F. A generalized uncertainty theory of profit. Am. Econ. Rev., Mar., 1950. 
Pp. 31. 

Economic History; National Economies 

Asuton, T. S. The standard of life of the workers in England, 1790-1830. Jour. Econ. 
Hist., suppl. ix, 1949. Pp. 20. 

ConpuiFFE, J. B. Révolution scientifique au xix* siécle—Rev. d’Hist. Econ. et Soc., vol. 
xxvii, 1948-49. Pp. 19. 

Cortanp, D. B. Balance of production in the Australian post-war economy. Econ. Record, 
Dec., 1949. Pp. 6. 

Erroymson, C. W. Collective agriculture in Israel. Jour. Pol. Econ., Feb., 1950. Pp. 17. 

Ernavuot, M. The Italian land: men, nature, and government. Soc. Research, Mar., 1950. 
Pp. 27. 

Eruicu, A. Preobrazhenski and the economics of Soviet industrialization. Quart. Jour. 
Econ., Feb., 1950. Pp. 32. 

Gonnarp, R. Les grandes invasions et le commerce européen. Rev. d’Econ. Pol., July-Aug. 
1949, Pp. 13. 

Gort.ies, M. The German economic potential. Soc. Research, Mar., 1950. Pp. 25. 

Heaton, H. The making of an economic historian. Jour. Econ. Hist., suppl. ix, 1949. 
Pp. 18. 

Jasny, N. Soviet statistics. Rev. Econ. and Stat., Feb., 1950. Pp. 8. 

Krrkianp, E. C. The place of theory in teaching American economic history. Jour. 
Econ. Hist., suppl. ix, 1949. Pp. 4. 

Warp-Perkins, C. N. The commercial crisis of 1847. Oxford Econ. Papers, Jan., 1950. 
Pp. 20. 

L’evolution récente de la production, des transports et du commerce intérieur. Etudes et 
Conjoncture, red ser., Nov.-Dec., 1949. Pp. 34. 

La situation économique du royaume-uni. Etudes et Conjoncture, blue ser., Nov.-Dec., 
1949. Pp. 35. 


Statistics and Econometrics 


Beates, R. E. Industrial classification—national and international. Jour. Royal Statistical 
Soc., vol. 112, pt. 3, 1949. Pp. 25. 

Campion, H. International statistics. Jour. Royal Statistical Soc., Vol. 112, pt. 2, 1949. 
Pp. 30. 

Jasny, N. International organizations and Soviet statistics. Jour. Am. Statistical Assoc., 
Mar., 1950. Pp. 7. 

Kuznets, S. Conditions of statistical research. Jour. Am. Statistical Assoc. Mar., 1950. 
Pp. 14. 


Economic Systems; Planning and Reform; Cooperation 


Beer, S. H. British planning under the labor government. Soc. Research, Mar., 1950. 
Pp. 30. 

Kaser, M. S. Soviet planning and the price mechanism. Econ. Jour., Mar., 1950. Pp. 11. 

Kinc, R. W. Whither the technological state? Pol. Sci. Quart., Mar., 1950. Pp. 13. 
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Mackenrotu, G. Sozialistiche wirtschaftsverfassung. Weltwirtsch. Archiv., vol. 63, no. 2, 
1949, Pp. 51. 

TucweE LL, R. G. The New Deal: the available instruments of governmental power. Western 
Pol. Quart., Dec., 1949. Pp. 36. 

ZAUBERMAN, A. Economic thought in the Soviet Union. II, Economic planning and con- 
trol. Rev. Econ. Stud., vol. xvi (2), no. 40, 1949-50. Pp. 14. 


National Income and Social Accounting 


Dumontierr, J. La comptabilité nationale et les corrélations. Rev. d'Econ. Pol., July-Aug., 
1949. Pp. 19. 

Fuerst, E. The presentation of national income statistics. Econ. Jour., Mar., 1950. Pp. 5. 

Gorpon, R. A. The treatment of government spending in income-velocity estimates. 
Am. Econ. Rev., Mar., 1950. Pp. 8. 

HeNperson, P. D. and Seers, D. 1949: Forecast and fact, Bull. Oxford Univ. Inst. of 
Stat., Jan. and Feb., 1950. Pp. 53. 

Manzoccui, B. Lo squilibrio tra l’economia degli U.S.A. e quélla degli altri paesi capi- 
talistici. Critica Econ., Sept.-Dec., 1949. Pp. 14. 

Oxnam, D. W. Some observations on changes in money and real income in Australia, 
1938-39 to 1948-49. Econ. Record, Dec., 1949. Pp. 18. 

National income and national product in 1949. Survey Current Bus., Feb., 1950. Pp. 7. 

1949 survey of consumer finances. Part VIII—Distribution of consumer saving in 1948. 
Fed. Res. Bull., Jan., 1950. Pp. 21. 


Business Fluctuations; Prices 


Arpant, H. Les crises économiques et la conjoncture actuelle. Rev. d'Econ. (Montevideo), 
Aug.-Sept., 1949. Pp. 27. 

BERNSTEIN, E. M. Latent inflation: problems and policies. Internat. Monetary Fund Staff 
Papers, Feb., 1950. Pp. 16. 

Georce, E. B. Harnessing the economic cycle. Dun’s Rev., Mar., 1950. Pp. 3. 

Hiccins, B. The concept of secular stagnation. Am. Econ. Rev., Mar., 1950. Pp. 7. 

Hirst, R. R. Inflation—its impact on enterprises. Econ. Record, Dec., 1949. Pp. 7. 

Hooton, F. G. Risk and the cobweb theorem. Econ. Jour., Mar., 1950. Pp. 12. 

Horserietp, J. K. The measurement of inflation. Internat. Monetary Fund Staff Papers., 
Feb., 1950. Pp. 32. 

Kateck!, M. A new approach to the problem of business cycles. Rev. Econ. Stud., 
vol. xvi(2), no. 40, 1949-50. Pp. 8. 

Keyseruinc, L. H. Housing and inflation: reply to Professor Ellis, Am. Econ. Rev., Mar., 
1950. Pp. 4. 

Morton, W. A. Trade unionism, full employment and inflation. Am. Fcon. Rev., Mar. 
1950. Pp. 27. 

Nourse, E. G. Why I had to step aside. Collier’s, Feb. 18, 1950. Pp. 13. 

Porter, R. S. Buffer stocks and economic stability. Oxford Econ. Papers, Jan., 1950. 
Pp. 24. 

ScHLEIMINGER, G. Geldpolitische erfahrungen der danischen anti-inflationspolitik. Welt- 
wirtsch. Archiv., vol. 63, no. 2, 1949. Pp. 40. 

Siicuter, S. H. What is America’s short-term business outlook? Dun’s Rev., Jan., 1950. 
Pp. 12. 

Sniwer, J. L. Business prospects and problems in the 1950’s. Harvard Bus. Rev., Jan., 
1950. Pp. 6. 
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vAN Waasbijk, T. Some notes on price inflation in South Africa 1938-1949 (Part II). 
So. African Jour. Econ., Dec., 1949. Pp. 36. 


Production and prices in latter part of 1949. Fed. Res. Bull., Jan., 1950. Pp. 13. 


How much unemployment? A symposium by S. E. Harris, R. Nixon, C. D. Stewart, 
G. Bancroft, L. Levine, G. L. Palmer, S. H. Slichter, and J. T. Dunlop. Rev. Econ. 
and Stat., Feb., 1950. Pp. 31. 


L’évolution recente des prix. Etudes et Conjoncture, red ser., Nov.-Dec., 1949. Pp. 11. 


Money and Banking; Short-Term Credit; Consumer Finance 
Brown, W. A., Jr. Gold as a monetary standard, 1914-1949. Jour. Econ. Hist., suppl. 
ix, 1949. Pp. 11. 
Harris, E. Money demand and the interest rate level. Quart. Jour. Econ., Feb., 1950. 
Pp. 20. 
Kemp, M. C. Interest and the money supply in Keynes’ economics. Econ. Record, Dec., 
1949. Pp. 10. 


Noten, R. M. Should the United States return to a full gold standard? Current Econ. 
Comment, Feb., 1950. Pp. 11. 

Puitip, K. A statistical measurement of the preference of private banks. Rev. Econ. 
Stud., vol. xvi (2), no. 40, 1949-50. Pp. 7. 

Rist, C. The measure of gold. So. African Jour. Econ., Dec., 1949. Pp. 9. 

Rosinson, R. I. A new supervisory view of bank capital. Jour. Finance, Mar., 1950. Pp. 
45. 

Wuittiesry, C. R. Political aspects of the gold problem. Jour. Econ. Hist., suppl. ix, 
1949, Pp. 11. 

Insurance of commercial bank deposits. Fed. Res. Bull., Feb., 1950. Pp. 5. 

Problémes monétaires en 1949. Etudes et Conjoncture, red ser., Nov.-Dec., 1949. Pp. 12. 

Proposed legislation regarding bank holding companies. Fed. Res. Bull., Mar., 1950. Pp. 19. 

Staff study on assessments and coverage for deposit insurance. Fed. Res. Bull., 1950. 
Pp. 15. 


Business Finance; Investments and Security Markets; Insurance 


Epmunps, S. Financing capital formation. Harvard Bus. Rev., Jan., 1950. Pp. 9. 

GutHMANN, H. G. The movement of debt to institutions and its implications for the 
interest rate. Jour. Finance, Mar., 1950. Pp. 12. 

Livincston, S. M. Family formation and the demand for residential construction. Sur- 
vey Current Bus., Mar., 1950. Pp. 8. 


Public Finance 


Arena, C. The first step in the fiscal reform. Rev. Econ. Conditions in Italy, Mar., 1950. 

Pp. 12. 
. Le consequenze finanziarie di Keynes. L’industria, No. 4, 1949. Pp. 33. 

Brown, E. C. Analysis of consumption taxes in terms of the theory of income deter- 
mination. Am. Econ. Rev., Mar., 1950. Pp. 16. 

Carter, C. F. Problems of British public finance in 1949. Openbare Financién, vol. 4, 
no. 4, 1949. Pp. 20. 

CouEN, J. Fiscal policy in Japan. Jour. Finance, Mar., 1950. Pp. 15. 

Crum, W. L. The taxation of stockholders. Quart. Jour. Econ., Feb., 1950. Pp. 42. 

Dur, J. F. Revision of the federal tax structure. Current Econ. Comment, Feb., 1950. 
Pp. 10. 
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HENDERSON, H. The problem of retrenchment. Lloyds Bank Rev., Jan., 1950. Pp. 11. 


STEINMETZ, J. F. Is the growth of the public debt a war phenomenon or a capitalistic 
phenomenon? Openbare Financién, vol. 4, no. 4, 1949. Pp. 13. 


Federal receipts and expenditure for fiscal year 1951. Fed. Res. Bull., Feb., 1950. Pp. 10. 
Symposium on budget theory. Pub. Admin. Rev., winter, 1950. Pp. 12. 


International Economics 

Auvumapa, J. and Natar, A. Terms of trade in Latin American countries. Internat. Mone- 
tary Fund Staff Papers, Feb., 1950. Pp. 13. 

Braven, S. E. Frank D. Graham and the classical theory of international trade. Jour. 
Finance, Mar., 1950. Pp. 7. 

Carison, H. K. and Wooptey, W. J. R. Role of the ECA program in imports of the 
participating countries and in U. S. exports. Internat. Monetary Fund Staff Papers, Feb., 
1950. Pp. 43. 

Conan, A. R. Changes in the dollar pool. Canadian Jour. Econ. and Pol. Sci., Feb., 1950. 
Pp. 9. 

Crus, J. A. Devaluation and Canada’s trade. Canadian Banker, winter, 1950. Pp. 11. 

Exuiott, G. A. The theory of international values. Jour. Pol. Econ., Feb., 1950. Pp. 14. 

Exiswortn, P. T. Exchange rates and exchange stability. Rev. Econ. and Stat., Feb., 1950. 
Pp. 11. 

GarMany, J. W. South Africa and the sterling area. So. African Jour. Econ., Dec., 1949. 
Pp. 12. 

Gortiies, M. The reparations problem again. Canadian Jour. Econ. and Pol. Sci., Feb., 
1950. Pp. 20. 

Hasercer, G. Der Marshall-Plan fiir den wirtschaftlichen wiederaufbau Europas und die 
dollarknappheit. Aussenwirtschaft, Dec., 1949. Pp. 23. 

Harsercer, A. C. Currency depreciation, income, and the balance of trade. Jour. Pol. 
Econ., Feb., 1950. Pp. 14. 

Harcreaves, J. A. U. S. import propensities since the war. Bull. Oxford Univ. Inst. of 
Stat., Jan. and Feb., 1950. Pp. 5. 

Hawtrey, R. G. Multiplier analysis and the balance of payments. Econ. Jour., Mar., 
1950. Pp. 8. 

Hexner, E. The International Trade Organization and the Monetary Fund. Internat. 
Monetary Fund Staff Papers, Feb., 1950. Pp. 38. 

Joseru, J. J. Failure of the Marshall Plan. Sci. and Soc., winter, 1950. Pp. 29. 

Kiuter, A. The British devaulation. Soc. Research, Dec., 1949. Pp. 15. 

Latwant, K. C. The devaluation problem. Indian Jour. Commerce, Sept., 1949. Pp. 16. 

Lenscuow, G. Long-term economic significance of currency and trade restrictions. Ca- 
nadian Jour. Econ. and Pol. Sci., Feb., 1950. Pp. 6. 

Littte, I. M. D. Welfare and tariffs. Rev. Econ. Stud., vol. xvi (2), no. 40, 1949-50. Pp. 6. 

Macuuvp, F. Three concepts of the bulance of payments and the so-called dollar shortage. 
Econ. Jour., Mar., 1950. Pp. 23. 

Marrama, V. La Banca Mondiale e lo sviluppo economico dei paesi arretrati. Liindustria, 
no. 4, 1949. Pp. 20. 

McLeop, A. N. Local currency proceeds of an import surplus. Internat. Monetary Fund 
Staff Papers, Feb., 1950. Pp. 9. 

Nussspaum, A. Exchange control and the International Monetary Fund. Yale Law Jour., 
Feb., 1950. Pp. 10. 

PatomBa, G. Riorganizzazione dell’economia mondiale e teoria del commercio inter- 
nazionale. Giorn. d. Econ. e Annali Econ., July-Aug., 1949. Pp. 12. 
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Potak, J. J. Note on the measurement of elasticity of substitution in international trade. 
With reply by J. Tinbergen. Rev. Econ. and Stat., Feb., 1950. Pp. 5. 

Potak, J. J. and Cuano, T. C. Effect of exchange depreciation on a country’s export 
price level. Internat. Monetary Fund Staff Papers, Feb., 1950. Pp. 22. 

Rosinson, E. A. G. and Marris, R. L. The use of home resources to save imports. 
Econ. Jour., Mar., 1950. Pp. 5. 

Smituies, A. Devaluation with imperfect markets and economic controls. Rev. Econ. 
and Stat., Feb., 1950. Pp. 3. 

Sotomon, R. The French exchange stabilization fund. Fed. Res. Bull., Jan., 1950. Pp. 5. 

TINBERGEN, J. Anomalien im zahlungsbil hanismus. Weltwirtsch. Archiv., vol. 63, 
no. 2, 1949. Pp. 20. 

Watts, G. S. Some longer-term factors in the Canadian balance of international pay- 
ments. Canadian Jour. Econ. and Pol. Sci., Feb., 1950. Pp. 10. 

WuuiaMs, J. H. The Marshall Plan halfway. For. Affairs, April, 1950. Pp. 14 . 

Wu, Yuan-.t. Government guarantees and private foreign investment. Am. Econ. Rev., 
Mar., 1950. Pp. 13. 

L’évolution probable de la politique énergétique européene. Etudes et Conjoncture, blue 
ser., Nov.-Dec., 1949. Pp. 50. 

Foreign gold and dollar holdings in 1949. Fed. Res. Bull., Mar., 1950. Pp. 10. 

Report of the national advisory council on international monetary and financial problems, 
April 1, 1949-Sept. 30, 1949. Fed. Res. Bull., Mar., 1950. Pp. 9. 


Business Administration 


APPLEBAUM, W. and Spears, R. F. Controlled experimentation in marketing research. 
Jour. Marketing, Jan., 1950. Pp. 13. 


Dean, J. Problems of product-line pricing. Jour. Marketing, Jan., 1950. Pp. 11. 

Hawkins, L. C. Measurements of efficiency. Oxford Econ. Papers. Jan., 1950. Pp. 21. 

JarcHow, C. E. How do we stand with inflation? A defense of conventional accounting, 
N.A.C.A. Bull., Feb., 1950. Pp. 12. 

TANNENBAUM, R. Managerial decision-making. Jour. Bus. Univ. of Chicago, Jan., 1950. 
Pp. 18. 


Industrial Organization and Markets; Public Regulation of Business 

Dimocx, M. E. Government corporations; a focus of policy and administration, II. 
Am. Pol. Sci. Rev., Dec., 1949. Pp. 20. 

Cuester, D. N. Note on the price policy indicated by the Nationalization Acts. Oxford 
Econ. Papers, Jan., 1950. Pp. 6. 

Crostanp, C. A. R. Prices and costs in nationalized undertakings. Oxford Econ. Papers, 
Jan., 1950. Pp. 18. 

Freminc, M. Production and price policy in public enterprise. Economica, Feb., 1950. 
Pp. 22. 

Hucu-Jones, E. M. Points as currency. Econ. Jour., Mar., 1950. Pp. 8. 

Isarp, W. and WHITNEY, V. Atomic power and the location of industry. Harvard Bus. Rev. 
Mar., 1950. Pp. 10. 

Jacosy, N. H. Antitrust policy re-examined. Jour. Pol. Econ., Feb., 1950. Pp. 9. 

LINTNER, J. and Butters, J. K. Effect of mergers on industrial concentration, 1940-1947. 
Rev. Econ. and Stat., Feb., 1950. Pp. 19. 

MarxuaM, J. W. The effectiveness of the federal antitrust laws: comment. Am. Econ. 
Rev., Mar., 1950. Pp. 3. 
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MeriaM, R. S. Bigness and the economic analysis of competition. Harvard Bus. Rev., 
Mar., 1950. Pp. 18. 

Meter, G. M. A critique of the new British Monopoly Act. Michigan Law Rev., 1950. 
Pp. 8. 

Morrison, H. Public control of the socialized industries. Pub. Admin., spring, 1950. 
Pp. 7. 

Yamey, B. S. The price policy of co-operative societies. Economica, Feb., 1950. Pp. 20. 


Regulation of business—antitrust law as affected by Standard Oil Company of California 
v. United States. Michigan Law Rev., Feb., 1950. Pp. 15. 


Public Utilities; Transportation; Communications 


Coase, R. H. The nationalization of electricity supply in Great Britain. Land Econ., Feb., 
1950. Pp. 16. 


Dearinc, C. L. and Owen, W. Our national transportation problem. Harvard Bus. Rev., 
Mar., 1950. Pp. 15. 

Emerson, H. N. Salient characteristics of petroleum pipe line transportation. Land Econ., 
Feb., 1950. Pp. 13. 

GotpsmitH, A. N. Television: techniques and applications. Harvard Bus. Rev., Mar., 
1950. Pp. 25. 

Harpeson, R. W. Economic implications of the Railway Class Rate Case. Am. Econ. Rev., 
Mar., 1950. Pp. 19. 

SLEEMAN, J. F. Municipal gas costs and revenue. Manchester School Econ. and Soc. 
Studies, Jan., 1950. Pp. 23. 

TroxeEL, E. Valuation of public utility property—a problem in efficient resource use and 
efficient regulation. Jour. Bus. Univ. of Chicago, Jan., 1950. Pp. 21. 

Veruutst, M. J. The theory of demand applied to the French gas industry. Econometrica, 
Jan., 1950. Pp. 11. 


Industry Studies 
Beacuam, A. The present position of the coal industry in Great Britain. Econ. Jour., 
Mar., 1950. Pp. 10. 
pe FevitHape, T. Le probléme des paiements intra-européens dans le cadre du plan 
Marshall. Annales d’Econ. Pol., Oct.-Dec., 1949. Pp. 14. 


Macraurin, W. R. The process of technological innovation: the launching of a new sci- 
entific industry. Am. Econ. Rev., Mar., 1950. Pp. 23. 


MarkHamM, J. W. Integration in the textile industry. Harvard Bus. Rev., Jan., 1950. Pp. 15. 


Suaw, D. C. Productivity in the cotton spinning industry. Manchester School Econ. and 
Soc. Studies, Jan., 1950. Pp. 17. 


Land Economics; Agricultural Economics; Economic Geography 


Aut, G. H., Gapparp, L. P., and Timmons, J. F. United Nations scientific conference on 
the conservation and utilization of resources. Jour. Farm Econ., Feb., 1950. Pp. 16. 

BartowE, R. and Timmons, J. F. What has happened to the agricultural ladder? Jour. 
Farm Econ., Feb., 1950. Pp. 18. 

BiacBurn, C. H. Import-replacement by British agriculture. Econ. Jour., Mar., 1950. 
Pp. 27. 

BocuENskI, F. and Diamonp, W. TVA’s in the Middle East. Middle East Jour., Jan., 
1950. Pp. 31. 

Brewster, J. M. The machine process in agriculture and industry. Jour. Farm Econ., 
Feb., 1950. Pp. 13. 
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BritNeLt, G. E. and Fowke, V. C. Development of wheat marketing policy in Canada. 
Jour. Farm Econ., Nov., 1949. Pp. 16. 

Dannor, C. H. American evaluations of European agriculture. Jour. Econ. Hist., suppl. 
ix, 1949. Pp. 11. 

Drummonp, W. M. Canadian agricultural price problems and policies: a commentary. 
Jour. Farm Econ., Nov., 1949. Pp. 13. 

ErpMAn, H. E. Problems in establishing grades for farm products. Jour. Farm Econ., 
Feb., 1950. Pp. 15. 

Georce, R. F. Statistics relating to the coal mining industry. Jour. Royal Statistical Soc., 
vol. cxii, pt. iii, 1949. Pp. 7. 

Heavy, E. O. Implications of particular economics in agricultural economics methodology. 
Jour. Farm Econ., Proceedings, Nov., 1949. Pp. 14. 

Leone, Y. S. Index of the physical volume production of minerals, 1880-1948. Jour. Am. 
Statistical Assoc., Mar., 1950. Pp. 15. 

Liciipripce, R. M. Frontiers in metropolitan planning and land policy. Land Econ., Feb., 
1950. Pp. 12. 

O'DonneELL, C. Planning in cotton. Jour. Farm Econ., Feb., 1950. Pp. 21. 

Raup, P. M. Postwar recovery of western German agriculture. Jour. Farm Econ., Feb., 
1950. Pp. 14. 

RENNE, R. R., Gaston, T. L., and SHort, J. A. Appraisal of the Missouri River develop- 
ment program. Jour. Farm Econ., Proceedings, Nov., 1949. Pp. 7. 

Scuvuttz, T. W. Reflections on poverty within agriculture. Jour. Pol. Econ., Feb., 1950. 
Pp. 15. 

Saitou, L. P. F. The productivity of British agriculture. Manchester School Econ. and 
Soc. Studies, Jan., 1950. Pp. 13. 

Turner, A. H. Federal marketing and price support legislation in Canada. Jour. Farm 
Econ., Nov., 1949. Pp. 16. 

Wattace, R. F. Western farm areas in two world wars. Jour. Farm Econ., Feb., 1950. 
Pp. 3. 


WEtts, O. V., Tarp, J. W., and Hirt, F. F. Significance of general price level and related 
influences to American agriculture. Jour. Farm Econ., Proceedings, Nov., 1949. Pt. 2, 
Pp. 21. 


Labor 


Cocuran, J. A. Current negotiations in the bituminous coal industry. Current Econ. 
Comment, Nov., 1949. Pp. 13. 

Davcuerty, C. R. Organized labor and the public interest. Yale Rev., Mar., 1950. Pp. 17. 

Dubinsky, D. World labor’s new weapon. For. Affairs, April, 1950. Pp. 12. 

ImpBerMAN, A. A. Labor leaders and society. Harvard Bus. Rev., Jan., 1950. Pp. 9. 

Jounson, A. The theory of the Nth wages round. Soc. Research, Dec., 1949. Pp. 9. 

Ketty, M. A. Early federal regulation of hours of labor in the United States. Indus. and 
Lab. Rel. Rev., April, 1950. Pp. 13. 

MeNartt, E. B. Collective bargaining in 1949. Current Econ. Comment, Feb., 1950. Pp. 10. 

Norturup, H. R. Unfair labor practice prevention under the Railway Labor Act. Indus. 
and Lab. Rel. Rev., April, 1950. Pp. 18. 

Percorest, F. The place of labor in the constitution of the Italian Republic. Internat. 
Lab. Rev., Feb., 1950. Pp. 25. 

Pierson, F. C. Prospects for industry-wide bargaining. Indus. and Lab. Rel. Rev., April, 
1950. Pp. 21. 

SELEKMAN, B. M. and S. K. Productivity—and collective bargaining. Harvard Bus. Rev., 
Mar., 1950. Pp. 17. 
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SuicuTer, S. H. Notes on the structure of wages. Rev. Econ. and Stat., Feb., 1950. Pp. 12. 


Wavyte, W. F. and Duntop, J. T. Framework for the analysis of industrial relations: 
two views. Indus. and Lab. Rel. Rev., April, 1950. Pp. 30. 

Wiicock, R. C. “Fringe benefits” and collective bargaining. Current Econ. Comment, 
Nov., 1949. Pp. 9. 

Labor developments in 1949. Mo. Lab. Rev., Feb., 1950. Pp. 7. 


Population; Social Welfare and Living Standards 
CHANDRASEKHAR, S. Population problems and international tensions. In English and 
French. Internat. Soc. Sci. Bull., vol. 1, no. 1-2, 1949. Pp. 10. 
Davis, J. S. Fifty million more Americans. For. Affairs, April, 1950. Pp. 15. 
. Our amazing population upsurge. Jour. Farm Econ., Proceedings, Nov., 1949. 
Pp. 14. 
FruMkIn, G. Pologne: dix années d’histoire démographique. Population, Oct.-Dec., 1949. 
Pp. 18. 


GREBENIK, E. Two reports on population. Economica, Feb., 1950. Pp. 17. 

Myers, J. W. Governmental and voluntary programs for security. Harvard Bus. Rev., 
Mar., 1950. Pp. 16. 

Winston, C. and Smitu, M. A. Income sensitivity of consumption expenditures. Survey 
Current Bus., Jan., 1950. Pp. 4. 

Wunober.icn, F. Social insurance in the United States. Soc. Research, Mar., 1950. Pp. 16. 

ZeELINSKY, W. The Indochinese peninsula: a demographic anomaly. Far East Quart., Feb., 
1950. Pp. 31. 

The federal social security programs. Mo. Lab. Rev., Jan., 1950. Pp. 14. 

The financing of unemployment insurance. Mo. Lab. Rev., Mar., 1950. Pp. 6. 

Programs of public assistance in the United States. Mo. Lab. Rev., Feb., 1950. Pp. 8. 


Unclassified Items 


Parsons, T. The prospects of sociological theory. Am. Soc. Rev., Feb., 1950. Pp. 13. 
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NOTES 


Change of editorial address—Since the managing editor is joining the faculty of the 
University of California at Los Angeles, the editorial office of the Review will be trans- 
ferred to Los Angeles, effective August, 1950. The postal address will be University of 
California at Los Angeles, 405 Hilgard Avenue, Los Angeles 24, California. 


At the last meeting of the Executive Committee, it was voted to publish the slate of 
nominees for 1951 officers in the June number of the Review. The nominations as completed 
by the Electoral College are as follows: For President: John H. Williams, Harvard Uni- 
versity. For Vice-Presidents: Anne Bezanson, Rockefeller Foundation; Corwin D. Edwards, 
Federal Trade Commission; Joseph J. Spengler, Duke University; Donald H. Wallace, 
Princeton University. For Executive Committee: John B. Condliffe, University of California ; 
Margaret G. Reid, University of Illinois; Albert G. Hart, Columbia University; Clarence 
E. Ayres, University of Texas. Two vice-presidents and two members of the Executive 
Committee will be chosen by ballot in the November election. 

The annual meeting of the Association will be held at the Palmer House, Chicago, Illinois, 
December 27-30, 1950. In accordance with the plan announced at the annual business 
meeting, December 29, 1949, arrangements this year are being made on an independent 
rather than on a joint basis. The American Statistical Association, the Econometric Society, 
the American Finance Association, the American Marketing Association, and the Industrial 
Relations Research Association have thus far indicated their intention of meeting at the 
same time in Chicago. 


OFFICERS OF ALLIED SOCIAL SCIENCE ASSOCIATIONS 


American Accounting Association: Charles J. Gaa, University of Illinois, College of Com- 
merce and Business Administration, Urbana, Illinois, secretary-treasurer. 

American Association of University Teachers of Insurance: Erwin A. Gaumnitz, Univer- 
sity of Wisconsin, Madison, Wisconsin, president; J. Edward Hedges, Indiana University, 
Bloomington, Indiana, secretary-treasurer. 

American Business Law Association: Lewis Mayers, City College, School of Business and 
Civic Administration, 17 Lexington Avenue, New York 10, New York, president; 
Paul C. Roberts, University of Illinois, 432 David Kinley Hall, Urbana, Illinois, 
secretary-treasurer. 

American Farm Economic Association: Warren C. Waite, Division of Agricultural Eco- 
nomics, University Farm, St. Paul 1, Minnesota, president; L. H. Simerl, University 
of Illinois, 305 Mumford Hall, Urbana, Illinois, secretary-treasurer. 

American Finance Association: Howard R. Bowen, University of Illinois, Urbana, Illinois, 
president; Edward E. Edwards, Indiana University, Bloomington, Indiana, secretary- 
treasurer. 

American Marketing Association: Everett R. Smith, Macfadden Publications, 205 East 
42nd Street, New York 17, New York, president; George H. Brown, University of 
Chicago, Chicago 37, Illinois, secretary. 

American Political Science Association: James K. Pollock, University of Michigan, Ann 
Arbor, Michigan, president; Harvey Walker, Ohio State University, 100 University Hall, 
Columbus 10, Ohio, secretary-treasurer. 

American Sociological Society: S. Cottrell Leonard, Cornell University, president; John W. 
Riley, Jr., 427 West 117th Street, New York 27, N.Y., secretary-treasurer. 

American Statistical Association: Samuel S. Wilks, Princeton University, president; 
Samuel Weiss, 1108 16th Street, N.W., Washington 6, D.C., secretary-treasurer. 

Econometric Society: William B. Simpson, University of Chicago, Chicago 37, Illinois, 
secretary. 

Industrial Relations Research Association: George W. Taylor, University of Pennsylvania, 
Philadelphia, Pennsylvania, president; William H. McPherson, 704 South Sixth Street, 
Champaign, Illinois, secretary-treasurer. 
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Institute of Mathematical Statistics: J. L. Doob, University of Illinois, Urbana, Illinois, 
president; C. H. Fischer, University of Michigan, Ann Arbor, Michigan, secretary- 
treasurer. 


The name of the Academy of World Economics has been changed to The National 
Academy of Economics and Political Science. The Academy is affiliated with Section K 
of the American Association for the Advancement of Science and has administrative offices 
at the Hall of Government, George Washington University. 


PUBLICATIONS 


The International Monetary Fund has published the first issue of Staff Papers, the work 
of members of its staff. The journal is to be published at irregular intervals three times a 
year. The subscription price is $3.50, or an equivalent in the currencies of other countries. 
Single copies may be purchased for $1.50. 

A quarterly periodical, International Social Science Bulletin, in English and French, is 
being published by UNESCO. Subscriptions, at $1.50 annually, may be placed with the 
Columbia University Press, New York 27, N.Y. 


Death 
Professor Frederic B. Garver, of the University of Minnesota, February 22, 1950. 


Appointments and Resignations 
Daniel K. Andrews has been appointed assistant professor of economics at Tufts College. 
Victor J. Baran has been appointed instructor in economic analysis at the University 
of Virginia. 
Robert W. Bauer has accepted an appointment to the State of California Department 


of Social Welfare to work on a cost-of-living study. 

Alfred H. Baume, formerly teaching assistant in the School of Business of the University 
of Chicago, is now an economic analyst with the Ford Motor Company. 

Nathan Belfer is serving as economist with the American Mutual Liability Insurance 
Company. 

Philip H. Blaisdell resigned as instructor in economics at Northwestern University at 
the end of the winter quarter to accept a position with the Machinery and Allied Products 
Company, Washington, D.C. 

Joe E. Brown has been appointed associate professor of economics at the University of 
Oklahoma. 

Norman S. Buchanan, who has been serving as assistant director ‘of social sciences, 
Rockefeller Foundation, will return to the department of economics, University of 
California, Berkeley, in the fall. 

H. H. Burbank has resigned as chairman of the department of economics, Harvard 
University, and will be succeeded by Arthur Smithies. 

Lester V. Chandler, of Amherst College, has been appointed Gordon S. Rentschler 
professor of economics at Princeton University. 

Irving W. Cheskin has accepted an appointment as director of the Program Planning 
Division of the Connecticut State Housing Authority. 

Carl Christ has been appointed assistant professor of political economy at the Johns 
Hopkins University for the coming years. 

Clay L. Cochran has been appointed assistant professor of economics at the University 
of Oklahoma. 

Jack L. Codding is instructor in accounting at the University of Florida. 

Pryor E. Cosby, of the University of Wisconsin, has joined the staff of Claremont 
Men's College as director of placement and instructor in business communications. 
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NOTES 499 
Melvin A. Eggers, of Yale University, has been appointed assistant professor of eco- 
nomics at Syracuse University, effective September, 1950. 

John C. Fetzer, formerly of Rutgers University, will assume duties as professor of 
economics at the University of Miami in the summer of 1950. 


William E. Folz, professor of economics in the School of Business Administration of 
the University of Idaho, will become head of the department of agricultural economics 
in the College of Agriculture, effective July, 1950. 


Allen B. Ford has been appointed lecturer in business administration at the School of 
Business Administration, Emory University. 


John K. Hagemann has been appointed economic analyst in the Division of Research 
for Europe, Department of State. 

James K. Hall, on leave of absence from the University of Washington, is economic 
consultant to ECA in Turkey. 

C. Lowell Harriss, of Columbia University, who has been teaching at Stanford Uni- 
versity this year, also gave a seminar in public finance at the University of California, 
Berkeley, during the spring semester. 

James O. Hopkins was assistant professor of management at Tulane University in the 
spring semester. 

Charles D. Hyson is chief of the Trade and Payments Division, ECA Special Mission 
to Norway, Oslo. 

Elmo L. Jackson has joined the staff of the department of economics, Vanderbilt Uni- 
versity. 

Edward J. Kelly has been appointed dean of the School of Accountancy of Golden 
Gate College. 

Albert Lauterbach, of Sarah Lawrence College, will lecture this summer at the School 
of European Studies in Zurich, Switzerland. 

Edward E. LeClair, Jr., of Clark University, has been appointed assistant professor of 
economics at Norwich University 

Joy L. Leonard, retiring head of the department of economics at the University of 
Southern California, will become visiting professor of economics at Harding College. 

Ta-Chung Liu has been serving as visiting lecturer in mathematical economic theory 
at the Johns Hopkins University during the past year. 


Erik Lundberg, professor of economics at the University of Stockholm and director of 
the Swedish Institute for Economic Research, was visiting professor of economics at the 
University of Washington in the spring quarter. 


Fritz Machlup, professor of political economy at the Johns Hopkins University, offered 
a course of lectures at the National University of Mexico in February, 1950. 


John H. MacKay has been appointed instructor in accounting at Tulane University. 


Jean P. Mahan has been promoted from instructor to assistant professor of economics 
at Tulane University. 

Theodore F. Marburg, of Princeton University, has accepted a position as professor of 
economics and business administration at Hamline University. 

Daniel Marx has resigned as special assistant to Ambassador W. Averell Harriman and 
will have a visiting membership at the Institute for Advanced Study for one year. 

Bronislaw E. Matecki has been promoted from associate professor to professor of eco- 
nomics at Lynchburg College. 

J. M. Mitchell, assistant professor of economics at Tulane University, has received a 
Fulbright award for research and study in France. 


Chandler Morse has accepted an appointment as associate professor of economics at 
Cornell University. 
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Felix Muehlner has joined the staff of the Bureau of Economic and Business Research 
of the University of Florida. 

James Nelson, of Oberlin College, has been appointed associate professor of economics 
at Amherst College, effective in the fall term. 

Jack N. Ockerlander has been appointed instructor in economics at the University of 
Virginia. 

Robert W. Oliver, of Princeton University, has accepted a position as instructor in 
economics at Pomona College. 

Carl E. Parry, formerly economist with the Federal Reserve Board, taught graduate 
courses in banking at the Ohio State University in the spring quarter. 

W. Nelson Peach has been appointed to the staff of the department of economics, 
University of Oklahoma. 

J. J. Polak has been serving as visiting lecturer in the theory of international trade at 
the Johns Hopkins University during the past year. 

Allan A, Porter, formerly with the C.I.O. United Rubber, Cork, Linoleum and Plastic 
Workers of America, is now with the Ontario Federation of Labour. 

Robert A. Rennie, of the Johns Hopkins University, has been a member of the Eco- 
nomic and Financial Mission to the Peruvian Government during the past year. 

Raymond W. Ritland has been appointed instructor in economics at Tulane University. 

Earl R. Rolph has been on leave from the University of California, Berkeley, to serve 
on the tax advisory staff of the Secretary, U.S. Treasury Department. 

Richard Scheuch, of Princeton University, has accepted a position as instructor in 
economics at Trinity College. 

Peter R. Senn has been appointed assistant professor of economics at Pennsylvania 
State College. 

Robert P. Shay, of the University of Virginia, has been appointed instructor in eco- 
nomics at the University of Maine. 

Carl S. Shoup, of Columbia University, accompanied by William S. Vickrey, of Co- 
lumbia University, William C. Warren, of Columbia University, Stanley Surrey, of the 
University of California and Howard Bowen, of the University of Illinois, will serve on 
a tax mission in Japan this summer. 

Irving H. Siegel, formerly chief economist of Veterans Administration, is engaged in 
research at the Johns Hopkins University. 

Walter B. Smith, chairman of the department of economics at Williams College, has 
been appointed to the James G. Boswell Professorship of American Economic Institutions 
at Claremont Men’s College. 

Riley C. Sprowls has been appointed instructor in business administration in the School 
of Business of the University of Chicago. 

George Stepanovich has been appointed instructor in economics at Washington Uni- 
versity, St. Louis. 

Merton P. Stoltz has been promoted to a professorship in the department of economics 
at Brown University. 

Theodore A. Sumberg has accepted a one-year appointment as director of the depart- 
ment of economic studies of the Banco de Guatemala, the nation’s central bank. 

Alice J. Vandermeulen, on leave from Claremont Men’s College, has an appointment to 
a research fellowship with the John Randolph Haynes and Dora Haynes Foundation. 

Friedrich A. von Hayek, Tooke Professor of Economic Science and Statistics, Uni- 
versity of London, was visiting professor of economics in the College of Business Adminis- 
tratin, University of Arkansas, in the spring term. 

V. Orval Watts, formerly editorial director of the Foundation for Economic Education, 
is at Claremont Men’s College as visiting professor of economics. 
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VACANCIES AND APPLICATIONS 


The Association is glad to render service to applicants who wish to make known 
their availability for positions in the field of economics and to administrative 
officers of colleges and universities and to others who are seeking to fill vacancies. 

The officers of the Association take no responsibility for making a selection among 
the applicants or following up the results. The Secretary's Office will merely afford 
a central point for clearing inquiries; and the Review will publish in this section brief 
descriptions of vacancies announced and of applications made. It is optional with 
those submitting such announcements to publish name and address or to use a key 
number. Deadlines for the four issues of the Review are February 1, May 1, August 
1, and November 1. 

Communications should be addressed to: The Secretary, American Economic 
Association, Northwestern University, Evanston, Illinois. 


Vacancies 
No announcements. 


Economists Available for Positions 


Comparative economic systems, social economics, international economic relations, 
psychological frontiers of economics: Man, 45, married, European Ph.D., American 
citizen. Numerous books and articles; extensive experience in teaching and research; 
has permanent position at well-known Eastern college; prefers position with facilities 
for graduate teaching and research. Available in summer or fall, 1950. E108 


Economic history, theories, labor, public finance, corporation finance, international 
trade: Man, M.A., University of Minnesota, Ph.D., Ohio State University. Twenty 
years of experience as teacher in American colleges; on leave with full salary this 
school year. Seeks position in college or university. E173 


World trade, history of economic thought, industrial relations, industrial manage- 
ment, marketing, advanced economic problems, principles of economics: Man, 
married, 31, Ph.D., University of Pittsburgh. Four years of teaching experience in 
small Midwestern college; at present head of business administration department. 
Available in September, 1950. E225 


Public finance, theory, transportation and/or public utilities: Man, 39, family, Ph.D., 
J.D. Seven years of university teaching experience; 4 years of federal and state re- 
search and administrative experience; 2 years of business experience; 3 years abroad. 
Extensive list of publications; now employed by state university; desires permanent 
change of location teaching and/or engaging ‘a research at level of professor or 
associate professor. Will consider departmental head. Available in June, 1950. 
E234 


Business, social and industrial psychology, human relations: Man, mature age, Ph.D. 
Outstanding references; employed; desires advancement. Available on short notice. 
E245 


International economics, principles of economics, money and banking, national in- 
come, public finance, business law: Man, 40, Ph.D., University of Frankfurt (Main); 
U. S. citizen. Eight years of experience as economist with U. S. government agencies 
and with leading private economic research organization; now teaching at Eastern 
college. E255 


Accounting, auditing, corporation finance, foreign trade, industrial organization, 
German: Man, 45, LL.D.; now assistant professor at Phillips University, Enid, Okla- 
homa; seeks post as visiting lecturer for summer session, 1950. E277 


Statistics, economic and business research, money and banking, labor economics: Man, 
45, married, Ph.D. Eighteen years of experience in teaching, research, and business; 
publications; academic honors. Now Peculty member at Midwestern university. 
Desires professional advancement or administrative position. E298 


Accounting, economics, money and banking, advanced cost, analysis of financial state- 
ments, history of economic thought: Man, 50, Ph.D., M.B.A., American citizen. Ad- 
ministrative experience in executive positions with largest world concerns; consular 
experience. At present connected with large Midwestern university. Seeks professor- 
ship or associate professorship. E300 
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Foreign trade, localization, economic policy: Man, 48, Austrian, at present visiting 
professor at a Western university (permanent permit for America). Original con- 
tributions to theory (price and foreign trade) and policy (interventionist technique) ; 
international teaching experience (Austria, Low Countries, professorial status at 
Oxford, head of departmentship at a leading Oriental university); 15 surveys, 8 
publications and many periodical articles; high degrees. Allied ate ng economic 


adviser and international expert; diplomatic and currency ing experience; 


personality. Prefers post where postgraduate research direction is possible. E303 


Economic principles, American or European economic history, history of economic 
thought, corporations, corporation finance, business law, comparative economic 
systems: Man, married, M.A., LL.B., and completed all course requirements for 
Ph.D. at Universities of Michigan and Illinois. Several years of business and legal 
experience; 5 years of teaching experience. Available in September, 1950. E304 


Business administration, business law, organization and finance, personnel manage- 
ment, insurance, real estate, the marketing group, economics: Man, married. Exten- 
sive teaching and administrative experience as department chairman and as head of 
school of business and economics of state university. E306 


Economic principles, economic thought, economic history of Europe and United 
States, labor problems and history, comparative economic systems, public finance: 
Man, Ph.D. Eighteen years of successful experience; now employed. Desires position 
in state college or university; Southern or Western location preferred. E310 


Urban land economics, city and regional planning, location of industry, housing: 
Man, married, 42, completion doctoral dissertation. Eight year of experience in real 
estate business and city planning; 2 years of economic research. Excellent references; 
published articles. Available immediately. E312 


Production, consumption, capital, labor, value, price, formation and distribution of 
social income, history of economic thought, business administration, money, credit, 
business cycles: Man, 44, Ph.D. Writer of more than ten scientific research works 
and essays, with more than 15 years of university teaching experience. Wishes posi- 
tion in economics. E317 


Economic principles, commerce and finance, accounting, stock market: Man, 36, 
married, B.S. (Magna Cum Laude) from New York University; M.A. in June, 1950, 
under a teaching assistantship in Eastern college; seeking instructorship in above 
subjects. Will accept part-time teaching position in conjunction with Ph.D. study. 
Available in June, 1950. E318 


Statistics, business cycles, marketing, consumer economics: Man, 40, B.S. in market- 
ing, New York University; M.A. in economics, Columbia University; working 
toward Ph.D. Market analyst; writer and teacher before war; government economist 
in charge of training economic analysts, 1944-47; since then teaching advertising, 
business cycles and sales forecasting, principles of marketing, statistics; assistant pro- 
fessor in Western college desires position near northern, New Jersey home. Objec- 
tives: (1) development and application of teaching methods that inspire learning; 
(2) writing cntille textbooks. E320 


Accounting, mathematics of accounting, law: Man, 43. Head of business administra- 
tion department in senior, four-year college; practical experience as accountant, 
auditor, and conducting own accounting practice. Desirous of location in a Southern 
Christian institution. E321 


Money, banking and business cycles, comparative economic systems, international 
economics, principles: Young man, married, British resident of the United States; 
B.S. (Economics), 1st Class Hons., University of London; graduate work, Princeton 
University. Teaching and research experience in leading Pacific Coast universities; 
now temporarily in economic post, U.N. specialized agency, Geneva; European and 
American references; widely traveled. Desires teaching and/or research post to finish 
Ph.D.; returning to the United States and available in June, 1950. E322 


Management, labor relations, business economics: Man, Ph.D. Text on industrial 
management completed. Experience includes business and ten years of university 
teaching. Available as professor and department head. E323 
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Corporate control, economic theory, principles and problems, consumption, business 
cycles: Woman, age 26, M.A. Two years of college teaching experience; 2 years as 
economist with government agency; academic honors. Available on short notice. 
Desires teaching, research, or administrative position. E324 


Economic theory, business cycles, history of economic thought, comparative economic 
systems, principles and problems, money and banking: Man; 45, Ph.D., American 
citizen. Extensive experience teaching at the undergraduate level and some at the 
graduate level; excellent references; now head of a four-man undergraduate depart- 
ment of economics in an Eastern college. Prefers a position where he can teach some 
graduate students and where he can get time to write. Available in the summer or 
fall, 1950. E325 


Elementary and intermediate economic theory, elementary and intermediate statis- 
tical theory and methods, structure of business enterprise and public policy, com- 
parative economic systems, industrial economic problems: Man, 31, master’s in 
economics, 1 year at M:1.T., summer at University of California toward Ph.D. Three 
years as administrative officer in Army; some college teaching experience. Willard 
Wall, 701 S. 43rd Street, Apt. 1-A, Richmond, California. 


International economics, principles, statistics, finance, business economics: Man, 31, 
M.B.A. and course work for Ph.D. completed at Columbia University. Teaching and 
administrative experience; currently assistant professor in temporary appointment. 
Available in September, 1950. \ E326 
Industrial development, community surveys, trading area studies, regional economic 
programs, public finance: Woman, currently director of economic research and editor 
of periodical, will consider responsible and challenging position in New York-New 
Jersey Metropolitan Area, Available in summer or fall, 1950. E327 


Social security and welfare, labor economics and problems, applied and mathematical 
Statistics, mathematical economics: Man, 37, Ph.D. Publications; honors; now con- 
ducting research at Eastern university; seeks teaching post and/or research. Available 
in September, 1950. E328 


Economic principles, socialist economics, comparative economic systems, history of 
economic thought, money and banking, international economics, corporation finance: 
Man, 28, married, M.A., New School for Social Research, course and credit require- 
ments for Ph.D. completed, working on dissertation. One year of teaching experience 
at large Midwestern urfiversity; 1 year with research institute. Seeking position as 
instructor or assistant professor. Available in June or September, 1950. E329 


Economics, secondary education: Man, 26, married, will complete M.A. requirements 
in August. One year of experience teaching social sciences in high school; 1 year as 
graduate assistant. Desires a junior college or small college teaching position. Avail- 
able in September, 1950. E330 


Economic history, history of economic thought, theory, principles, and problems, 
comparative economic systems, Soviet economy: Man, 27, married, M.A., Columbia 
University, Ph.D. dissertation in progress. Two years of teaching experience; 1 year 
of government. Desires teaching position for September, 1950. E331 


Intermediate theory, government and business, comparative economic systems, public 
utilities, business cycles: Man, 29, married, Canadian, M.A., University of Toronto, 
near Ph.D., University of Wisconsin. Presently associate professor at Southern state- 
supported school; seeks position at institution where facilities are conducive to re- 
search. Available in June or September, 1950. E332 


International economic relations. monetary theory and policy, economic principles 
and theory: Man, 27, married, M.A., University of Chicago, Ph.D. residence com- 
pleted at University of Chicago, working on dissertation, Experience in research on 
current problems in international economics; publications. Now employed but seeks 
teaching or other position beginning in June or September, 1950. E333 
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Economic theory, finance, statistics, marketing: Man, 36, married, M.A. and 15 
credits toward Ph.D. Registered investment adviser; 9 years of college and university 
teaching; now employed as assistant professor but desires to relocate either in Florida, 
Virginia, or Northeastern state. Available in September, 1950. E334 


Economics and commerce subjects: Man, 40, Ph.D. Experience as research director 
of staff of thirty; chief statistician in government service; political research for presi- 
dential campaign; expert witness (real estate taxation) ; 10 years of college teaching; 
at present professor of economics. Desires change in ‘location. Might be interested 
in acting as private secretary and adviser on investment, tax, and questions concerning 
economics for an administrator in business or college fields. E335 


Economics and business administration, economics, principles, history, accounting, 
marketing, business law: Man, 38, B.S. Advance study; 3 years of law study; 15 years 
of business experience; 7 years of teaching, 3 at Midwestern university. Available in 
June, 1950. E336 


Principles and problems, comparative economic systems, economic history, interna- 
tional trade: Man, 24, married, B.A., M.A. summer 1950. Experience at a college and 
university; can assist or manage book store in addition. Available for fall, 1950 E337 


International trade, money and banking, principles of economics, marketing and 
transportation: Man, 38, M.S., Ph.D. requirements near completion. Three years 
of experience as assistant and lecturer in major Eastern university. Available in 
June, 1950. E338 


Social control of industry, labor, theory and comparative economic systems: Man, 
28, married, M.A., completing Ph.D. at large Eastern university. Two years of teach- 
ing experience; outstanding references; has worked with bureau of economic and 
business research; has held a fellowship for 2 years. Available in summer or Sep- 
tember, 1950, for teaching position. E339 


Money and banking, United: States economic history, labor economics, principles of 
economics, history of economic thought, comparative economic systems, public finance, 
socialist economics, statistics: Man, 29, married, completing Ph.D. requirements at 
Columbia University. Two years of teaching experience in wide range of courses; 
1 year of teaching experience as advanced technical instructor in applications of 
electronics in Army Air Force; recommendations from leading professors. Especially 
interested in position in Northeastern U. S. but will consider other location; will 
consider research work. E340 


Banking and finance, transportation, economic principles, business ethics, philosophy: 
Man, 37, married, M.A. in philosophy and completed all course requirements for 
Ph.D. in business administration. Two years of teaching experience and several years 
of business experience in administration and economic research. Available in —- 
1950 341 


Economics, business administration: Man, 31, married, M.B.A., University of Chicago, 
plus two years at Iowa State University. Three years of teaching experience. E342 


International economics, principles of economics, political economy: Man, 24, 
M.A., University of Pennsylvania. Undergraduate training in international relations; 
graduate work in international commerce. E343 
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We're trying to catch 
up with costs 


Increases in the price you pay for 
telephone service are far behind the 


increases in wages and other costs 


‘Tue: price of telephone. service has 
gone up much less than the price of 
almost everything else you buy. It has 
gone up far less than the cost of pro- 
viding the service. Take wages, which 
are the biggest item, as an example. 


Rates Up Far Less Than Wages — 
The increases granted so far in rates 
for telephone service are only about 
half the increases of $728,000,000 in 
telephone wages during the ten-year 
period through 1949. 


In addition to wages, the costs of 
materials and almost everything clse 
used in furnishing telephone service 
have risen substantially. 


These things mean higher operating 
costs. They also mean higher construc- 


tion costs and hence increase the 
amount of investment for each new 
telephone that is added. 


The Need for Adequate Rates — 
These are some of the reasons why 
telephone rate increases are so neces- 
sary. The Bell Telephone Companies, 
however, have not asked nor do they 
intend to ask for more than is needed 
to keep on giving you good telephone 
service — service that improves and ex- 
pands and grows in its value to you. 


Only a Penny or so a Call — Rate 
increases so far, plus those now re- 
quested, average only a penny or so 
per call — an exceedingly small amount 
compared to the value, security and 
convenience of telephone service. 


BELL TELEPHONE SYSTEM 
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Thorough and extensive coverage— 


INTERMEDIATE ECONOMIC THEORY 


By Stephen Enke, University of California (Los Angeles) 


This new book gathers and correlates the data on economic theory on a 
rigorous level for an intermediate or advanced course in economics. Here, 
in one textbook, are discussions of: national income accounting, Keynesian 
unemployment theory, modern value theory, traditional distribution theory, 
and economics of socialism. Up-to-date in its approach, the book studies 
significant current economic problems of a planned economy, illustrated by 
a discussion of the U.S.S.R. 


Complete and carefully prepared problems follow each chapter and the 
text is amply illustrated with charts, graphs, and tables. In addition, the 
student can refer to bibliographies and appendices for further information. 


Published May 1950 588 pages eu? 


Charts the operations of the U. S. economy on an elementary 
level. 


ELEMENTARY ECONOMICS 


By J. A. Nordin and Virgil Salera, lowa State College 


A study of the functions of the U. S. economy and an interpretation of 
public policy within this economy are integrated in this new book for the 
beginning economics student. Designed to give the student a basic working 
knowledge of economics so that he may understand the operation of the 
democracy in which he lives, the book is above all realistic and understand- 
able. At all times economic principles are presented clearly and simply for 
permanent comprehension of the subject. Questions and problems for class- 
room discussion and assignment are included at the end of each chapter. 
Chapter summaries are presented for a concise review of the subject matter 


of each chapter. 


Published May 1950 928 pages 6" x9" 


PRENTICE-HALL, INC. 70 Fifth Avenue, New York 11, N.Y. 
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CHHPEGE TExTS 


Recently published— 


ECONOMIC IDEAS 


A Study in Historical Perspective 
By Ferdynand Zweig, University of Manchester, England 


In this new book Professor Zweig studies economic ideas in a historical 
context. He places special emphasis on the relation between ideas and 
institutions, culture patterns, and human interests of the economist. In this 
three-dimensional approach he considers the problems of economic planning 
— its techniques, ideology, and theoretical implications. 


Note these special features: 
@ Gives a comprehensive view of the past in the light of present time. 


@ Considers many economic problems and stresses the lessons of history 
for our present generation. 


@ Deals with the human element as it offects the development of economic 
theories and ideas with bias, prejudice, interest, and collective psychology. 
@ Stresses the relationships of economic ideas and doctrines with historical 
examples. 


Published May 1950 224 pages 5%" x 8” 


A post-Keynesian text— 


INTRODUCTION TO ECONOMICS 


By Theodore Morgan, University of Wisconsin 


This tly-published book integrates the significant Keynesian develop- 
ments of recent years into the traditional body of economics. Only tne por- 
tions of Keynes’ contributions that have stood up, as modified by discussions 
of 1936-1948, have been included. 


Key features of the text include: 


@ Stresses throughout the four central problems: productivity and economic 
progress, fluctuations of employment and income, monopoly, and inequality 
of income and economic power. 


@ Gives equal weight to micro- and macro-economics. 

® Closely integrates theory and description. 

@ Is up-to-date through the middle of 1949. 

@ Oriented toward policy to motivate the student who will not go on to 
a second course in economics. 


Published April 1950 896 pages 6” x9” 


Send for your copies today! 


PRENTICE-HALL, INC. 70 Fifth Avenue, New York 11, N.Y. 
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THE AMERICAN ECONOMIC SYSTEM: 
What It Is; How It Works 

By Frank D. Newsury. 558 pages, $5.00. 
Here is a one-semester economics text especially designed for engineering or professional 
school students, and others not majoring in economics. The American system is 
presented “as it is” with emphasis throughout _on the close connection of economic 
principles with practical situations. The behavior of actual markets and industries 
is discussed and examples are used freely. 


MANPOWER ECONOMICS AND LABOR PROBLEMS. 
New 3d edition 
By Dace Yooper, University of Minnesota. 661 pages, $5.00. 


A thorough revision of Labor Economics and Labor Problems, the new edition of this 
outstanding book regards manpower as a natural resource of modern societies. Basic 
economic objectives are defined as the development, effective utilization and conservation 
of manpower resources. Labor problems represent failures to achieve these objectives. 


THE MONETARY AND BANKING SYSTEM 
By G. W. WoopwortH, Amos Tuck School of Business Administration, Dartmout!: 
College. 588 pages, $5.00. 

Viewing the monetary and banking system as an integral part of the economy, this new 

book places emphasis on functions, operations, and logical analysis of financial problems. 

It offers also a comprehensive treatment of the forces governing the price level and thie 

level of employment, description and analysis of the money market, monetary manage- 

ment, and war and postwar financial development. 


SALESMANSHIP. Practices and Problems. New 2d edition 
By B. R. Canriexp, Babson Institute. 563 pages, $4.25. 


An extensive revision and complete modernization of a text which was widely adopted 
in its first edition. Much new material has been added as the result of field research, 
particularly in the area of the customer, and illustrative materials have been brought up 
to date with new illustrations from the training programs of successful sales organiza- 
tions incorporated to give the text a more practical approach and realistic treatment. 


OUTLINES OF MARKETING. New 3d edition 
By Hucu E. Acnew; Harotp A. Conner, and WILLIAM L. DoremMus, New York 
University. In press. 

Thoroughly revised and brought up to date, the present edition contains a new section 
of the United States as a market, which includes a consideration of the widespread shifts 
in the population and a treatment of the resulting changes in marketing procedure in 
the different states. New material is also presented on merchandising and sales promo- 
tion, chain stores, the effect of new forms of retailing on the wholesaler, changes in 
transportation, distribution from the consumers point of view, and marketing policies for 
agricultural goods. 


Send for copies on approval 


McGRAW-HILL BOOK COMPANY, INC. 


330 WEST 42no STREET, NEW YORK 18, N. Y. 
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The Blakiston = / PUBLISHERS OF THE 
Company AMERICAN ECONOMIC 


ASSOCIATION READINGS 
1012 Walnut Street 
Philadelphia 5, Pa. SERIES 


June, 1950 


MEMORANDUM TO TEACHERS 


How do you select a texthook? 


W hat is the yardstick by which you as a teacher of economics measure the 
suitability of texts for your specialty? If it includes clarity of presentation, logical 
development of theory, and completeness and accuracy of text material—we 
agree with youl 
And if your speciality includes such subjects as basic economic: theory, interna- 
tional trade, public finance, monetary theory, labor problems, and industrial 
relations, we suggest you examine these Blakiston texts and references. 


ECONOMICS OF LABOR AND INDUSTRIAL RELATIONS by Gordon Bloom 
and Herbert Northrup: Based on the authors’ own personal experience, it is a 
down-to-earth factual and theoretical discussion of the entire labor movement, 
past and present—with emphasis on analyses and results. 


FEATURES 
. Contemporary problems—pensions, federal health insurance, minimum wage legisla- 
tion, Taft-Hartley. 


. Integrates economic theory, especially business cycle analysis, with the economics 
of labor. 


. The only text with a chapter on the government as employer. 
. Largest section on Labor Relations and Public Policy of any book. 
. The only book with separate chapters on the Wagner and Taft-Hartley Acts. 


(Please turn page) 
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BLAKISTON’S MEMO TO TEACHERS 


Strong in its economic and institutional aspects, it is being adopted for both 
beginning and advanced classes. (749 Pages, $5.00). 


As supplementary reading, we recommend Volume II of the Blakiston Series 
of Republished Articlese-—READINGS IN BUSINESS CYCLE THEORY. This 
volume presents an over-all picture and intimate analysis for senior and gradu- 
ate students as well as for professional econamists. (494 Pages, $4.25) 


The latest AEA volume in this series is }olume IV—READINGS IN THE THE- 
ORY OF INTERNATIONAL TRADE. “The Economist” says: “This volume 
reproduces the most important contributions to international trade theory over 
the last twenty years.’"” We recommend it to all teachers of international trade. 


(637 Pages, $4.75) 


PUBLIC FINANCE AND NATIONAL INCOME by Harold M. Somers: Vipton 
R. Snavely of the University of Virginia refers to this book as “a substantial con- 
tribution in the application of recent economic theory to public finance.” It is a 
text which integrates modern economic thought in the principles and practice 
of public finance through: 


1. thorough study of favorable and unfavorable effects of governmental 
expenditures on consumer spending 


2. analysis of effects of taxation and public borrowing, making use of 
up-to-date economic theory but using simple terms throughout 


. study of economic effects of balancing the budget with various fiscal 
policies 
. critical evaluation of various fiscal policies 


5. analysis of proposed improvements in taxation and intergovernmental 
finance 
An excellent book which deserves your consideration for adoption next fall. 
(540 Pages, $5.00) 


Here again, our line includes texts on related subjects—Volume 11] READINGS 
IN THE THEORY OF INCOME DISTRIBUTION, an explanation of the 
shares which capital, labor and management have in the national income (718 
Pages, $4.25), and Halm’s MONETARY THEORY, an ideal text integrating 
monetary analysis with general economic analysis. (491 Pages, $3.50) 


CURRENT ECONOMIC PROBLEMS by Henry William Spiegel: This is the 
first book on current economic problems using the national income approach. It 


(next page please) 
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BLAKISTON'’S MEMO TO TEACHERS 


brings unity to a field where integration is not usually found. Students will find 
it easy reading because of its close association with today’s economic problems. 
Written for use with any principles text, it analyzes current economic problems 
under the headings of progress, security, freedom and peace. (726 Pages, $5.00) 


“An excellent college textbook suitable for use in any class in current 
economic problems. The style of the author makes the book especially 
attractive for the general reader as well as the student. The book is replete 
with very current statistics and simple graphics on all phases of our economic 


life.” (SOUTHERN ECONOMIC JOURNAL) 


Other texts for the basic courses are Abbott’s MASTERWORKS OF ECO- 
NOMICS, which makes ten works of the world’s economists easily accessible in 
one volume (754 Pages, $5.00); Carlson’s AN INTRODUCTION TO MODERN 
ECONOMICS, which enables the student to formulate his own ideas on a sound 
and realistic basis (337 Pages, $3.50); and AEA SURVEY OF CONTEMPORARY 
ECONOMICS, which presents the significant developments in economics during 
the past decade and a half (490 Pages, $4.75) 


You will find clarity of presentation, logical development of theory, and com- 
pleteness and accuracy of text material in Blakiston’s economics books. Send for 
an examination copy today and evaluate one or more for possible use in your 
classes next fall. Teachers are entitled to go days’ examination free. 


Sincerely yours, 


THE BLAKISTON COMPANY 


P.S. Please address inquiries to Dept. 


A.E.A. 


Please send me an examination copy of 
the following: 


The Blakiston 
Company 


1012 Walnut Street 
Philadelphia 5, Pa. 


AER 6-50 
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ECONOMICS 
and 


PUBLIC UTILITIES 
by Eli W. Clemens, University of Maryland 


his new text for third and fourth-year courses in economics de- 

partments and senior courses in business administration com- 
bines a breadth of viewpoint with a realistic analysis of the subject, 
blending both theory and practice. 


The principles of public utility economics draw upon many fields 
including those of accounting, economic theory, business manage- 
ment, government and politics, public administration, constitu- 
tional law, administrative law, finance, and taxation. Thus, the scope 
of the material reaches beyond the limits of a specialized field, 
into a broad area of economic activity. 


Sane, cautious, neither anti- nor pro-industry, this text will be 
acceptable in style and treatment both to the instructor and to 
practical business men and regulators. The balanced handling of 
controversial issues, with positive conclusions, and the original treat- 
ment of many problems offer stimulating study for the student. 
Some of the other valuable features of the book are the numerous 
short, pointed illustrations and tables, the topical outlines at the 
beginning of each chapter, and the comprehensive annotated 
bibliography. 


Large royal 8vo, about 768 pages. 


—_—flppleton- 


Century - ANNIVERSARY 35 West 32nd Street 


1825-1950 
Crofts, Inc. a New York |, N.Y. 
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Two Recent Additions to THE IRWIN SERIES IN ECONOMICS .. . 
JUST PUBLISHED 


MONEY, INCOME, AND 
MONETARY POLICY 


By Epwarp S. SHaw, Stanford University 


This challenging new book offers three features designed to develop a better 
understanding of money and monetary systems: It introduces more rigorous methods 
of analysis than has been customary; it makes extensive use of official financial 
statements; and it shows throughout, the unity of monetary and other economic 
affairs. It will give the student a clear picture of the means by which banks regulate 
and manipulate the money supply, of the links in our economic system between 
money and national income, and of international monetary relationships. Here is an 
outstanding textbook for junior-senior courses in money and banking, monetary 
theory, and monetary policy. 


680 Pages College Price $5.00 


REVISED EDITION 


INTERMEDIATE ECONOMIC ANALYSIS 


By Joun F. Due, University of Illinois 


Largely reorganized, brought up to date, and completely rewritten for greater 
clarity, this popular textbook will serve the needs, even better than ever before, 
of all courses designed to give the student of economics or commerce a sound 
working knowledge of economic analysis. Important changes are the placing of 
concepts of national income and accounting as a complete chapter earlier in the 
book, and the inclusion of recent material on oligopoly. Reading lists, too, have 
been brought up to date and questions and problems have been added. With the 
Revised Edition this outstanding work takes its place in the IRWIN SERIES IN 
ECONOMICS. 


582 Pages 
AGAIN UP-TO-DATE 
THIRD EDITION (1950-51) 


BASIC DATA of The AMERICAN ECONOMY 


By W. NELson PEACH, University of Oklahoma, and 
Water Krause, University of Utah 


College Price $5.00 


Keyed for easy correlation with all the leading elementary economics textbooks 
and supplying the large, usable charts and up-to-the-minute statistical data that 
for the most part they cannot provide, this unique volume has proved its usefulness 
in the principles course and in advanced courses on national income, business 
cycles, and foreign trade. Now there is a new Third Edition, again completely 
up to date, with a wealth of new data and many new charts. A brand-new feature 
is the plan by which this edition can be kept current and usable through two 
years by the insertion of data that the publisher will send users before the fall se- 
mester of 1951 opens. 


266 Pages College Price $2.00 


Send for your examination copies 


RICHARD D. IRWIN, INC. 


3201 South Michigan Avenue Chicago 16, Illinois 
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NEW | WILEY BOOKS... 


for Economists, Statisticians, Mathematicians 


ECONOMIC FLUCTUATIONS IN THE UNITED STATES—1921-1941 


By Lawrence R. KLEIN, National Bureau of Economic Research. This book treats 
the construction of econometric models of the entire U. S. economy, for forecasting 
trends in employment, wages, output, etc. Better data and improved techniques 
enable the author to extend and improve the work done by Tinbergen before World 
War II. Cowles Commission Monograph No, 11. June 1950. 174 pages. $4.00 


STATISTICAL INFERENCE IN DYNAMIC ECONOMIC MODELS 


Edited by TJALtInG C. Koopmans, The Cowles Commission. This pioneering work 
formulates and develops methods of statistical inference needed to measure relation- 
ships describing economic behavior. The new and original contributions have been 
thoroughly organized and coordinated to present ‘‘an introduction into the main 
problems of mathematical statistics when applied to econometric work."’ Cowles 
Commission Monograph No. 10. June 1950. 438 pages. $6.00 


INVESTMENTS. Second Edition 


By Grorce W. Downie, Stanford University and Doucias R. Futter, The North- 
ern Trust Company, Chicago. Investments gives a clear presentation of the funda- 
mentals of investment and presents typical analyses in each of the important groups 
of securities. The second edition contains two new chapters—Relation of Taxation 
to Investment Policy and Selection of Preferred Stocks, 1950. 611 pages. $5.00. 


EXPERIMENTAL DESIGNS 


By WiLttaM G. Cocuran, The Johns Hopkins University and GertrupE M. Cox, 
University of North Carolina. Presents a full account of experimental design: the 
ways to plan and conduct comparative experiments so that they will provide specific 
answers to the questions under investigation. One of the WILEY PUBLICATIONS IN 
Statistics, Walter A. Shewhart, Editor. 1950. 454 pages. $5.75 


NEW BOOKS IN PREPARATION 


A RECONSTRUCTION OF ECONOMICS 
Assets and Income 


By KeNNeTH E, BouLpinG, University of Michigan. September 1950, Approx. 362 
pages. Prob. $4.50. 


CONSERVATION OF NATURAL RESOURCES 


Edited by Guy-Harotp SMITH, The Ohio State Uni. orsity, August 1950, Approx. 
490 pages. Prob, $6.00. 


Copies obtainable on approval 


JOHN WILEY & SONS, INC. 


440 Fourth Avenue New York 16, N.Y. 
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Two NoraBLeE TEXTS IN COMPARATIVE ECONOMICS 


Text Edition of a Famous Work 


CAPITALISM, SOCIALISM, 
AND DEMOCRACY 


THIRD EDITION 
By Joseph A. Schumpeter 


We are pleased to announce a text edition of this great work, here- 
tofore available only in the trade edition. The new Third Edition 
includes two items of interest to everyone concerned with the com- 
petition of the major “isms” for world domination, both giving 
the author's comments on postwar developments: (1) The Preface 
to the recent Third English Edition; and (2) the text of Professor 
Schumpeter’s memorable address on “The March Into Socialism,” 


delivered before the American Economic Association on December 
30, 1949, shortly before his death. 


Text Edition $3.50 


An Up-to-date Edition of a Standard Text 


COMPARATIVE 
‘ECONOMIC SYSTEMS 


Capitalism - Socialism - Communism - Fascism - Cooperation 


THIRD EDITION 
By William N. Loucks and J. Weldon Hoot 


This book has been the leading text in its field ever since its first 
publication, in 1938. The new third edition, now in its second 
year, has still further increased its popularity. The text has always 
been noted for its thoroughly objective and unprejudiced treatment 
of competing economic systems. With its new material on the 
U.S.S.R. and the British Labor Government, and the expansion of 
its treatment of Capitalism, it is unexcelled in its field. 


$5.00 


HARPER & BROTHERS, 49 East 33d Street, New York 16, N.Y. 
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GARVER-HANSEN 
Principles of Economics, Third Ed. 


A basic first course for colleges, based on the application of principles to the 
interpretation of problems. The emphasis is on the fundamentals of production, 
price, and distribution. Compact, meaty, and forward-looking without being radical. 
The many changes in economic institutions, legislation, and social control resulting 
from the Great Depression and World War II are discussed. Theoretical discus- 
sion is realistic and concrete at all points and kept within the limits of a basic 


course. Diagrams are extensively used to explain points of theory. 


Ginn and Company Boston 17 New York 11 


Chicago 16 §=Atlanta 3, Dallas 1 Columbus 16 San Francisco 3 Toronto 5 


» Books on the American Economy 
AVAILABILITY FOR WORK 


A STUDY IN UNEMPLOYMENT COMPENSATION 


By Ralph Altman. A long-needed and invaluable reference work for persons 
concerned with administering unemployment compensation and for students 
of social insurance, labor economics, and labor law. $4.50 


CHANGE and the ENTREPRENEUR 


POSTULATES AND PATTERNS FOR ENTREPRENEURIAL HISTORY PREPARED BY THE 
RESEARCH CENTER IN ENTREPRENEURIAL HISTORY, HARVARD UNIVERSITY 


Summaries on the nature of entrepreneurship, the mechanism of entrepre- 
neurial decision, the role of entrepreneurship in various countries, American 
entrepreneurship of the past hundred years, and reports on industry or 
single-company research. 
Paper covers, $2.00 
At your bookstore, or 


HARVARD UNIVERSITY PRESS 
Cambridge 38, Massachusetts 
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In time for your fall classes... 


ECONOMIC AND 
INDUSTRIAL GEOGRAPHY 


By A. M. NIELSEN, New York University. Or- 
ganized and presented in a way to sustain stu- 
dent interest, this text gives the basic materials 
of economic geography essential to students of 
economics, commerce, and agriculture. It treats 
the causes of the distribution of industrial activ- 
ities as well as the processes and significant 
results. Unusually thorough treatment is given 
to topography, drainage, soils, climate, and 
economic resources, Approximately 750 pages. 


Recontly Published .. . 


PUBLIC FINANCE 
AND 
FISCAL POLICY 


‘By RICHARD W. LINDHOLM, Michigan 
State College. An analysis of government spend- 
ing, revenue, and debt, this outstanding new 
text treats clearly and realistically the most 
vital cu rent topics. Throughout, the author 
relates government fiscal activities to employ- 
ment, income distribution, and total economic 
activity, rather than treating them as isolated 
occurrences. Notable for its keen analyses and 
its readability, this up-to-the-minute text has 
already been widely acclaimed. 732 pages, $5.50. 


PITMAN puatisHING CORP., New York 19 
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Three important books for Fall classes! 


READINGS IN LABOR ECONOMICS 
Edited by FRANCIS S. Doopy, Boston University 
A carefully compiled selection of readings in labor economics 


for undergraduate courses. Suitable as a text or for supple- 
mentary readings. Thirty articles from the leading journals, 
complete and unabridged. Written by outstanding labor econ- 
omists, these papers cover the important labor issues of yester- 
day, today, and tomorrow. Carefully selected for undergraduate 
reading. Thought-provoking questions for study and classroom 
discussion. 
TOPICS COVERED 

Theory of Labor Organization — Forms of Wage Payment — Woges and 
Productivity —- Regional ond Sex Woge Differentials — Economic Effects 
of Minimum Wages — Causes of Strikes —Noture ond Extent of Col- 
lective Bargaining — Union Security — Industrywide Bargaining — Trends 
in Collective Bargaining — Union Woge Policies — Woges ond the 
Business Cycle — Social Security. 


Published 1950. 480 pages, 6 x 9. Cloth Bound $3.75 


TWO VOLUMES . 1: General Theory; 2: Prices and Production 


Edited by RICHARD V. CLEMENCE, Wellesley College 


A collection of complete journal articles dealing with major 
topics in the field of economic analysis. Papers have been care- 
fully selected for undergraduate courses in intermediate analysis. 
Volume | is particularly suitable for courses in economic theory 
and modern economic thought. Volume 2 is designed for 
courses in analysis of prices and production. Together, the two 
volumes comprise a comprehensive course in economic analysis. 


TOPICS COVERED 
Volume 1: Methodology, Dynamics, Welfare € ics, € 
Change, Population, Keynesian Economics, ond Alternative Theories of 
Employment. Volume 2: The Price System, Cost ond Supply, Morket 
Price, Marginal Analysis ond Applications, Demand Theory, Advertising 
Costs, and Marginal Productivity Theory. 


Published 1950. Each volume 272 pages, 6 x 9. Cloth Bound $2.50 each 


THE SCHUMPETERIAN SYSTEM 


By FRANCIS S. Doopy and RICHARD V. CLEMENCE 


A significant and illuminating discussion of the scheme of 
thought of the late Professor Joseph A. Schumpeter, one of 
the leading economic and social thinkers of the twentieth 
century. 

A brief, readable summary of the Schumpeterian theory, an 
analysis of all major criticisms, and an evaluation of the theory 
as an explanation of current economic, social, and political 
tendencies. 


Publication April 1950. Cloth Bound, c. 128 pp., $2.50 
SEND FOR EXAMINATION COPIES TODAY 


Wig ADDISON-WESLEY PRESS INC., Cambridge 42, Mass. 
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Principles of Political Economy 


A valuable new text which 

1) teaches the student to use the tools of economic 
CARROLL R. DAUGHERTY, analysis for a better understanding of the present 
Northwestern University | economic world. 

MARION R. DAUGHERTY 2) provides a framework for integrating various 
schools and areas of economics into a coherent and 
systematic whole. 

3) is built upon a central theme, the theory of 


choice among alternatives. 


Two Volumes $4.00 Each 


P ublie F inance In Press 


Organized to facilitate the work of the teacher and 
to aid student comprehension, this book is a real- 
M. SLADE KENDRICK, 
istic and balanced account of the public expendi- Cound Unieoniay 
tures, public revenues, and fiscal policies in the 
United States. A discussion of the immense increase 


in public expenditures in recent decades precedes 


an analysis of the fiscal policies and revenue sources 
by which these expenditures are shaped and imple- 
mented. The author’s thorough knowledge of public 
revenues is the result of nearly 20 years work, not 
only in teaching and investigation, but also in prac- 
tical tax work. Throughout, the discussion is en- 
riched with a wealth of detail drawn from actual 


tax cases and practices. 


Houghton Mifflin Company 


Boston New York Chicago Dallas San Francisco 
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» New HARVARD books on economics .. . 


THE SOCIAL COSTS OF PRIVATE ENTERPRISE 


By K. William Kapp. In this comprehensive and—so far as possible—quantitative 
account Mr. Kapp shows how much we pay in human health, in animal and natural 
resources, and in social costs for the activities of private business, and presents 
cogent arguments for broadening the scope of economic theory and public policy 
to take account of such costs. $4.50 


CREATION OF INCOME BY TAXATION 


By Joshua C. Hubbard, A thorough analysis showing that taxation is preferable 
to deficit spending as a means of creating income. Of importance to students and 
teachers of economics and those in the government and in politics who are con- 
cerned with taxation and with fiscal policy. Charts. $4.00 


A HANDBOOK FOR COLLEGE TEACHERS 


AN INFORMAL GUIDE. Edited by Bernice Brown Cronkhite. Essential reading 
for every prospective college teacher. $3.00 


Ar all bookstores, or 
HARVARD UNIVERSITY PRESS Cambridge 38, Mass. 


SOCIAL SCIENCE 


The Quarterly Journal of The National Academy 


of Economics and Political Science 


Editor: Edward W. Carter 
The University of Pennsylvania 


Volume 25 July, 1950 Number 3 


CONTENTS 


Economic Considerations Affecting Aid to Underdeveloped Areas ......Arthur R. Burns 


Some Political Aspects of Technical Aid to Latin America ...........Edgar S. Furniss, Jr. 
Ecology and the Social Sciences as Safeguards for Programs of Technical Aid to Under- 
Social Implications of Scientific Progress ...........+ vbneeneneds Howard A. Meyerhoff 
Scientific Method and Social Problems ...........- G. Miller, Jr. 


A New Orientation in Social Science S. R. Kamm 


Communications concerning membership procedure and the work of the Academy should 
be addressed to Donald P. Ray, Executive Secretary, The National Academy of Economics 
and Political Science, Hall of Government, The George Washington University, Washing- 
ton 6, D.C. Regular memberships $5.00 per year. 


The Academy is affiliated with Section K, the Section on Social and Economic Sciences 
of the American Association for the Advancement of Science. 
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Early evaluations .. . 


INTRODUCTION TO 
BUSINESS CYCLES 


By Asher Achinstein 


Senior Specialist, Legislative Reference Service, 
Library of Congress 


Some idea of the immediate and highly favorable reception being accorded 
this recent (January, 1950) text may be obtained from the following evi- 


dence: 


REPRESENTATIVE IMMEDIATE ADOPTIONS 


Columbia University 
Rutgers University 

Iowa State College 

James Millikin University 
University of Kansas City 
Long Island University 
Stanford University 
University of Texas 


University of Illinois 

Brooklyn College 

Colorado A. & M. College 
Davidson College 

College of the City of New York 
University of Wyoming 
State College 
New York University 


TYPICAL COMMENTS 


general is hiy favor- 
ARTHUR F. BURNS, 
Columbia University 


“It looks like a very excellent book for 
the course in business _— 

W. PHELP: 

University of California 


“A very useful book; concise, up-to-date, 
and yet comprehensive. I marvel how 
the author gets to sa = much in so 
little space. He is scho and is to be 
commended een his abi ty to present 
essential points clearly 

Roowoop CHIN, 

Berea College 


“The author’s summaries of the views 
of the writers seem to me to be unusually 
concise, clear, and fair, and his own 
opinions are with persuasive 
moderation.” J. V. Van SICKLE, 
Wabash Oollege 


“Looks good to me. If I were teachin 
business cycles in the Spring quarter 
should certainly try out the book with 
classes.” Water R. MYERS 
University of Minnesota 


“Should enjoy real success in a field 
where there is ample room for a new, 
well-written book fashioned in the eco- 
nomic orientation of the Keynesian pe- 
riod.” ARTHUR D. GAYER, 
Queens College 


“Tt is far superior to other texts in the 

field and I expect it will be widely used.” 
SoLoMON FABRICANT, 
New York University 


“Its insight and comprehensiveness 
should make it the leading book in the 
field. In no other that I know has a 
more just appraisal been made of the 
value of the several leading theories. To 
top it all, it is written with sufficient 
—_ to permit its use by undergradu- 

JoHN 8S. GAMBs, 

Hamilton College 


“I like it very much. I believe it is 
superior to aap introductory litera- 


ture in the fie 
Orro H. ExRLICH, 
New York University 


“I am convinced that this is by far the 

best business cycles text it has been my 
privilege to examine.’ 

Ray O. WERNER, 

Colorado College 


“TI believe it is the best textbook on the 
subject available at present and I intend 
to use it in my course.” 

CopPER, 

Loyola University (La.) 


“More useful than anything else I have 
seen. You should be congratulated on 
the wide sweep of the coverage, the skill 
in Presentation, and the balanced view- 
point.” Simon KUZNETS, 
University of Pennsylvania 


496 pages January, 1950 $4.00 


Send for a copy on approval. 


THOMAS Y. CROWELL COMPANY 


432 Fourth Avenue 


New York 16 
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THE DEPARTMENT OF ECONOMICS 
OF INDIANA UNIVERSITY 


Announces publication of 


Economic Theory in Review 


This synopsis of some highlights in economic theory furnishes a compressed view for 
the general reader and a guide for the advanced student who seeks to integrate his un- 
derstanding of the literature of economic science. 


Chapters on: 
Tue Score oF EconoMic THEORY 
by James S. Earley, University of Wisconsin 
THe DEVELOPMENT OF MONETARY THEORY 
by Lawrence H. Seltzer, Wayne University 
A Macro-EconoMic THEORY OF DISTRIBUTION 
by Kenneth E. Boulding, University of Michigan 
A COMPARISON OF KEYNESIAN THEORY AND THAT OF AMERICAN INSTITUTIONALISTS 
by Allan G. Grouc. ;, University of Maryland 
Indiana Univ. Social Science Series 
Edited by: C. LAwRENcE CHRISTENSON, Indiana University 


Price: Paper $1.50; Cloth $2.00 


The Teaching of Economics: A Digest of Conference Discussions 


A condensed summary of the proceedings of a conference on the teaching of economics 
hel». on the Indiana University campus in September 1949. Teachers of undergraduate 
economics will find the digest a useful review of curriculum planning and teaching 
techniques. Emphasis throughout is on the introductory course with consideration 
of the neo-classical as well as the national income approach. 
Discussion leaders: 

William H. Hewett, University of Cincinnati 

G. Shorey Peterson, University of Michigan 

Emanuel T. Weiler, University of Illinois 
Edited by: TAULMAN A. MILLER, Indiana University 

18 Pp. Price: a5¢ 


Greek Monetary Developments, 1939-1948 


by Dimrrrios Detivanis, University of Salonika 
Wuu1aM C. CLEVELAND, Indiana University 
A detailed examination, based on original sources of the impact of war on the monetary 


system of an occupied country and of postwar attempts at recovery from hyperinflation. 
(Indiana University Social Science Series) 


Price: Paper $3.00; Cloth $3.50 


Individual Firm Adjustments Under O.P.A. 
A Study in the Dynamics of Flexible Pricing 


by S. STERLING MCMILLAN, Western Reserve University 
Foreword by J. K. GAvBraiTH, Harvard University 


A penetrating study that focuses attention on a significant phase of wartime price con- 
trol as a test of administering succesfully a large, complex, decentralized program of gov- 
ernment control of the economy. 
Price Cloth $3.50 
Principia Press 


Address all orders to: 


INDIANA UNIVERSITY BOOKSTORE, UNION BUILDING 


Bloomington Indiana 
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Recent and forthcoming 


The International Economy 
By P. T. ELLsworTH 


This new text is based on the author’s earlier work, International Eco- 
nomics, with an expanded treatment and different organization. It com- 
bines a presentation of the basic principles in international economic 
problems with a historical survey of the changing structure of interna- 
tional economic relations, placing equal emphasis on history, analysis, 
and application of analysis to specific problems. To be ready for fall 
classes. 


The Structure of American Industry 
Edited by WALTER ADAMS 


This important new work consists of case studies presenting the economics 
of various industries, made by specialists in each field. Three major aspects 
are considered in each study: organization and development, market 
structure and price policy, and public policy. $4.75 


The Economics of Collective Action 
By the late JOHN ROGERS COMMONS 
Edited by Kenneth H. Parsons 


Professor Commons’ last book is a genuinely thought-provoking study 
of the emerging political economy of an America dominated by collective 
action—by corporations, labor unions and political parties. Written by 
one of the outstanding creative minds in the field, this book will provide 
a stimulating course for students of social economics. $5.00 


4 


A History of Economic Thought 
FOURTH EDITION By Lewis W.. HANEY 


This newly revised edition presents a general account of the main doc- 
trines of the leading economists and schools of economic thought in 
Europe and America. Both classical and Keynesian approaches are treated 
in an unbiased manner, and recent developments are thoughtfully pre- 
sented. $5.00 


The Macmillan Company—60 Fifth Ave., New York 11 
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R OND MICS 
By Dr. J. 


USED IN 300 COLLEGES AND UNIVERSITIES 


ECONOMICS: PRINCIPLES AND APPLICATIONS is not just for 
the one bright boy or girl in your class but for all students. It will 
appeal to all your students because it is challenging, interesting, and 
comprehensive; but it can be understood by the average immature col- 
lege undergraduate; it is written in a style that is simple, direct, in- 
formal, and dynamic. The principles and applications have been simpli- 
fied without sacrificing any essential information. It is not exhaustive in 
nature, and it certainly is not purely theoretical; it presents the basic 
principles and applications but leaves to later courses the more advanced 
technical analysis of economic problems. 


Yes, this is truly a student's textbook because he can understand it. 
Available with a workbook and achievement tests. 


SOUTH-WESTERN PUBLISHING CO. 


(Specialists in Business and Economic Education) 
\_ CINCINNATI 2 NEW ROCHELLE, N.Y. CHICAGO 5 SAN FRANCISCO 5 DALLAS ty 


BACK NUMBERS WANTED 


The Association will pay fifty cents a copy for the following issues 
(sent prepaid and in good condition) of the American Economic 
Review: March, May, and June, 1948; March, 1949. 


Send to 
Dr. James Washington Bell, Secretary 
American Economic Association 
Northwestern University, Evanston, Illinois 
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A problem that your students will be 
eager to discuss: 


INDUSTRY-WIDE COLLECTIVE BARGAINING—PROMISE 
OR MENACE? 


Is industry-wide bargaining a dangerous trend toward monopoly or is it 
an equalizer of bargaining power between integrated corporations and 
the workers? Because of gecent paralyzing strikes is there need for legis- 
lative restraints or are occasional deadlocks between contestants the price 
we must pay for the maintenance of a free society? 


Opposing points of view+—Labor, Industry, the People’s Representatives 
—are presented provocatively in this 125 page, paper bound volume in the 
Amherst series. 


Other volumes in the series, 


PROBLEMS IN AMERICAN CIVILIZATION 
(American Studies Staff, Amherst College) 


PURITANISM IN EARLY AMERICA 
THE CAUSES OF THE AMERICAN REVOLUTION 
THE DECLARATION OF INDEPENDENCE AND THE CONSTITUTION 


THe TuRNER THESIS CONCERNING THE ROLE OF THE FRONTIER IN AMERICAN 
HIsTorY 


Jackson Versus BIDDLE—THE STRUGGLE OVER THE SECOND BANK OF THE UNITED 
STATES 


THE TRANSCENDENTALIST REVOLT AGAINST MATERIALISM 

SLAVERY AS A CAUSE OF THE CIvIL WaR 

DEMOCRACY AND THE GOSPEL OF WEALTH 

PRAGMATISM AND AMERICAN CULTURE 

Joun D. RocKEFELLER—ROBBER BARON OR INDUSTRIAL STATESMAN ? 
RoosEVELT, WILSON, AND THE TRUSTS 

THe New DeEAL—REVOLUTION OR EVOLUTION? 


D. C. Heath and Company 


285 Columbus Avenue Boston 16 
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KALLMAN PUBLISHING CO. 


BOX 2747, GAINESVILLE, FLORIDA 


ust Pbbshed 


AN IMPORTANT CONTRIBUTION TO STATISTICAL ECONOMICS 


TOTAL BUSINESS FLUCTUATIONS 


By 


MONTGOMERY D. ANDERSON 
Prof: of Ec ics & Business Statistics 
University of Florida 


Published December |, 1949 
$3.75, 148 pp., 8vo., cloth, lithoprint 
Post Prepaid in USA when ittance acc ies order 


P 


This new book offers a weil integrated, mathematical and statistical theory of the interrelation- 
ships of important variables in the business cycle, such as profits, the price level, wages, na- 
tional income, employment, savings and investment. 


It deals with what might be termed a "gross income approach" to business cycle theory because 
it undertakes to depict each important business aggregate as a mathematical function of gross 
national income. 


A distinguishing feature is that this study avoids the dualism of conventional treatments of the 
subject, and sets up a theory wholly within the framework of one set of coordinates. The author 
thereby achieves a single, completely quantitative set of relationships rather than the usual dual 
sets which are linked in their separate frameworks by a purely qualitative nexus. 


The highly original results of Dr. Anderson's Theory are of great practical value in that they can 
be shown to "work" in the sense that they offer a sound basis for forecasting business fluctuations. 


The theory is supported throughout the book by statistical charts and tables of cycle data for the 
United States. 


CONTENTS 


Chapter Chapter | 
I Total Profit Vi Expenditures of New Money & Total 
Il Total Wages & Average Wages Investment 


Ill Total “Income,” Production & Consump- _VII Total Savings 
tion VIII Quasi-invariants of a Closed System 


IV Total Employment 1X Total Economic Rent 
V Velocity of Money & Velocity of Goods X Total Value of Industrial Shares 
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BASIC ECONOMICS 
A Macro- & Micro-Analysis 


by GEORGE HEBERTON EVANS, JR. 
The Johns Hopkins University 


Here is a clear and compact introducticn to economics, designed 
specifically for the one-term course and for both the non-economics 
major and the student who plans to concentrate in economics or a re- 
lated social science. Its straightforward presentation will acquaint him 
with the problems with which economists deal, and it will help him to 
think soundly and talk intelligently about these basic economic problems. 
440 pages, 70 tables, 60 charts; $3.40 text 


FEDERAL RESERVE 
POLICY-MAKING 


by G. L. BACH, The Carnegie Institute of Technology 


An authoritative, readable description of how today’s monetary 
policy is made. Covering the major phasas of Federal Reserve monetary 
and bank-supervisory policy as well as the historical background, cur- 
rent issues, and external and internal aspects of policy-making, this 
book has been welcomed by economists and students alike as a text for 
courses in the Federal Reserve System and an invaluable supplement to 
courses in money and banking or monetary theory. 

320 pages; $2.25 text 


COMPETITION AMONG THE FEW 
Oligopoly and Similar Market Structures 
by WILLIAM FELLNER, University of California 


“This is the most significant development in oligopoly theory since 
Chamberlin’s Theory of Monopolistic Competition. It goes well beyond 
earlier work. . . . In addition to theoretical skill, it shows sound 
judgment about the limitations of theoretical reasoning and the realities 
of business behavior. It is a fine piece of workmanship from first 
to last.” 

—Luoyp G. Reynoxps, Yale University 


341 pages, 19 charts; $3.75 text 


Write now for examination copies 


College Department 
ALFRED A. KNOPF 


501 Madison Avenue 
NEW YORK 22 
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New Textbooks of Interest to Economics Teachers 


The Income of Society 


An Introduction to Economics 


By ELIZABETH ELLIS HOYT, Jowa State College 


THIS TEXTBOOK for students of elementary economics places economics 
in a social setting. This approach recognizes the fact that today, as never 
before, the study of economics needs an appreciation of the social factors 
which influence economic development and condition the effects of economic 
policy. The text emphasizes, throughout, that social forces are always work- 
ing with or against economic forces in creating the income of society, and 
that the significance of this income is the use which society makes of it. 
Students are always interested in economic problems to the extent that these 
problems enter the boundaries of their lives, but most of them need the 
help of a social setting to recognize what the boundaries of their lives may 
be. The objectives of the text are to arouse the concern of students in the 
major economic problems of today and at the same time to guide them in 
thinking clearly on the nature, causes, and possible solutions of these prob- 
lems. 753 pages, $4.50 


Economics of Business Enterprise 


A Study of the Firm in the Aggregate Economy 
By GEORGE J. CADY, University of Redlands 


A TEXTBOOK for intermediate college courses in economic theory, based 
on extensive systematic observation of economic enterprise in the United 
States. It assumes that the sum and pattern of individual firm policies play 
an essential part in shaping our national economic life and that these policies 
are in turn shaped by the state of the aggregate economy. The book analyzes 
individual firm policies affecting output, costs, prices, entry into the market, 
and exit from it and describes the inter-firm effects of these policies under 
various market conditions. Among the subjects emphasized in the discussion 
are cost differentials, opportunity costs, factoral specialization, price agree- 
ment, monopoly and monopsony in various markets, general equilibrium, 
and cyclical factors. The theories advanced to explain these economic 
phenomena are logically deduced and are so presented that they assist in 
organizing the data of economic experience. The roles of business, labor, 
government, and consumers in making economic policy are explained’ in the 
light of the theoretical analysis. 452 pages, $4.50 


THE RONALD PRESS COMPANY 
verses 15 East 26th Street, New York 10, N.Y. woorsr 
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New Textbooks of Interest to Economics Teachers 


Price Economics 


By ROBERT B. PETTENGILL, University of Southern California 


THIS college textbook centers attention upon individual prices and quanti- 
ties of goods and services. Prices and quantities are considered both as 
causes and as effects of economic behavior. The book treats prices broadly 
and thoroughly, explaining how they affect and are affected by supply and 
demand in a free-enterprise system. The institutional and theoretical ap- 
proaches to economics are merged, and theories are developed from real life 
situations. Recent important developments in price theory are introduced. 
Each chapter asks and answers a specific series of questions about prices, 
with a summary of the discussion at the end of the chapter. The book is 
intended especially for use in the second or intermediate course in economic 
theory. However, it is designed to be adaptable for use at different levels, 
according to the individual instructor’s preference. Every concept necessary 
to an understanding of the discussion is defined, and words are used in 
their most popular connotations wherever possible. Textual explanation is 
preferred to statistical or mathematical treatment. 483 pages, $4.50 


Corporate Finance and Regulation 


By CHELCIE C. BOSLAND, Brown University 


DESIGNED as a text for one-semester college courses, this book presents a 
broad and balanced view of the American business corporation as it exists 
today in an environment strongly colored by government regulation. The 
aim is to give the student a sound perspective on corporate finance and 
regulation with an economy of time. The corporation is approached here 
as an organization whose policies and operations reach beyond the private 
sphere and are of great public concern. Major emphasis is placed upon the 
financial practices of corporations as individual business enterprises en- 
gaged in the pursuit of private profit. Special attention is then given to the 
public’s interest in the activities of corporations, with chapters devoted to 
such topics as corporate size and concentration, the problems and methods 
of regulation, recent trends in government control, and fundamental ques- 
tions of social policy. 529 pages, $4.25 


THE RONALD PRESS COMPANY 
woosss 15 East 26th Street, New York 10, N.Y. woos 
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THE JOURNAL OF MARKETING 
Published Quarterly by the American Marketing Association 


Partial List of Contents, Vol. XIV, No. 5, April 1950 


Trends in Enforcement of the Anti-monopoly Laws Corwin D. Edwards 
Projective Techniques in Market Research Mason Haire 
The Strategy of Consumer Motivation Steuart Henderson Britt 
A System of Sales Analysis Using Internal Company Records 

Measuring Consumer Attitudes Towards Products 

The Determination of Factors Influencing Brand Choice William F. Brown 
The Economics of Mandatory Fair Trade Charles H. Hession 


Marketing Notes: 
Interviewer Ratings of Respondent Interest on Sample Surveys 


Determination of Area Market Potentials for Chemical Process Raw Materials 
Robert S. Aries and William Copulsky 


Lawrence Lockley 


Communications: 
The A and P Case 


Subscription price, $4 per year in the U.S.; other countries, $5, Address com- 
munications ~): Ralph Cassady, Jr., Editor-in-Chief, Univ. of California, Los 
Angeles 24; Edward R. Hawkins, Manxging Editor, The Johns Hopkins University, 
Baltimore, Maryland; Robert N. King, Business Manager, 383 Madison Avenue, 
New York 17. 


ECONOMETRICA 


Journal of the Econometric Society 


Contents of Vol. 18, April, 1950, include: 


WaAsSILY LEONTIEF Joseph A. Schumpeter (1883-1950) 
JACOB MARSCHAK Rational] Behavior, Uncertain Prospects, and Measurable Utility 
FREDERICK V. WAUGH Inversion of the Leontief Matrix by Power Series 
EpGar O. EDWARDS The Analysis of Output Under Discrimination 
Report of the Boulder Meeting, August 29-September 2, 1949 

The Mathematical Training of Social Scientists, Report of the Boulder Symposium 
Announcements of Future Meetings 


Published Quarterly Subscription to Nonmembere: $9.00 per year 


Tne Econometric Society is an international society for the advancement of eco- 
nomic theory in its relation to statistics and mathematics. 


Subscriptions to Econometrica and inquiries about the work of the Society and the 
procedure in applying for membership should be addressed to William B. Simpson, Sec- 
retary, The Econometric Society, The University of Chicago, Chicago 37, Illinois, U.S.A. 
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The Manchester School 


of Economic and Social Studies 


Vol. XVIII, No. 1 January, 1950 
CONTENTS 

The Productivity of British Agriculture .................... L. P. F. Smith 
Productivity in the Cotton Spinning Industry D. C. Shaw 
Municipal Gas Costs and Revenue J]. F. Sleeman 
The Government of Haslingden .. I. W. Scarf 
The Habit of Voting 


Books Received 


“THE MANCHESTER SCHOOL" is published three times a year. The annual sub- 
scription is fifteen shillings (transatlantic subscriptions, 3 U.S. dollars}, post free. Sub- 
scriptions to be sent to the Secretary, ‘The Manchester School,’’ Economics Dept., The 
University, Manchester 13. 


ECONOMICA 


Published Quarterly 


May, 1950 Vol. XVII (New Series) No. 66 


CONTENTS 
The Statistical Approach M. G. Kendall 
Distribution of Incomes in the United Kingdom in 1938 and “e 


Revealed Preference and the Utility Function 
Recent German Contributions to Economics 
National Income, Exchange Rates and the Balance of Trade 

K. M. Savosnick 
’ United Kingdom Public Expenditure by Votes of Supply, 1793-1817 
Walter M. Stern 


Book Reviews and List of Books Received 


MEMBERS OF THE AMERICAN ECONOMIC ASSOCIATION may 
subscribe at the specially reduced rate of 17s. 6d per annum. Subscriptions 
should be sent to the Secretary and Treasurer, American Economic Asso- 
ciation, Evanston, Illinois, accompanied by a cheque drawn in sterling in 


favour of ECONOMICA, London School of Economics and Political Science? 
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THE QUARTERLY JOURNAL 
OF ECONOMICS 


Editor: Edward H. Chamberlin Published by Harvard University 


Vol. LXIV May, 1950 
European Unification and the Dollar Problem ...................455 A. Smithies 
Bandwagon, Snob, and Veblen Effects in the Theory of Consumers’ Demand ...... 
Soviet National Income and Product of the USSR in 1937 
Part I: National Economic Accounts in Current Rubles ........ Abram Bergson 
The Recruitment of the American Business Elite ..............-... William Miller 


The Interindustry Wage Structure: 


Forces Affecting the Interindustry Wage Structure ..............222eeeeeuee 
Arthur M. Ross and William Goldner 
A Theory of Interindustry Wage Structure Variation ...... Joseph W. Garbarino 
Notes, Reviews, and Discussions 
European Unification and the Dollar Problem: A Comment ........ G. Haberler 
The Economic Law of Market Areas ............ C. D. Hyson and W. P. Hyson 


Subscriptions $5.00 a year; 3 years, $14.00; Special Student Rate, $3.00 a year 
Harvard Universi y Press, Cambridge 38, Massachusetts, U.S.A. 


JOURNAL OF FARM ECONOMICS 
Published by THE AMERICAN FARM ECONOMIC ASSOCIATION 


Editor: Watter W. Witcox 
University of Wisconsin, Madison, Wisconsin 


Volume XXXII May, 1950 Number 2 


Our Agricultural and Trade Policies .............-2eeeceeeees Lawrence Witt 
Reducing Price Variability Confronting Primary Producers .............. 
O. H. Brownlee and D. Gale Johnson 


Operating Unit Approach to Farm Mangement Analysis ..............-. 


This Journal, a quarterly, contains additional articles, notes, reviews of books, and 
a list of recent publications and is published in February, May, August, Nove:nber by the 
American Farm Economic Association. Yearly subscription $5.00. 


Secretary-Treasurer L. H. SIMERL 
Department of Agricultural Economics 
University of Illinois, Urbana, Illinois 
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Marketing Agreements and Cooperative Marketing 
‘ Technological Changes and Rural Life ................-Sherman E. Johnson 
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INDIAN JOURNAL OF ECONOMICS 


Official organ of the Indian Economic Association 
(founded in 1918) 


Published quarterly. Annual subscriptions: 
140, or $5.50 


Editorial Board 
D. GuosH 
Saraswat 1 PrasaD 
(Managing Editor) 
. R. SHENOY 


CONTENTS 


Articles by recognized authorities on Economic Theory, Economic History, Indian 
Economic Problems, Public Finance, Business Finance, Insurance, Planning, 
Statistical Methods, Econometrics, Mathematical Economics, Money and Banking, 
Trade, Industrial Organisation, Marketing, Transportation, Agriculture, Indus- 
tries, Economic Geography, Labour and Industrial Relations, ial Insurance, 
Cooperation and Population. 

Reviews of books. 

Notes and Memoranda on current economic affairs. 

Information sbout new publications of various Governments and International 
organisations and about important articles appearing in other Journals. 


Issued by 


The Departments of Economics and Commerce 
University of Allahabad, U.P. (India) 


THE ECONOMIC JOURNAL 


The Quarterly Journal of the Royal Economic Society 


MARCH, 1950 


Multiplier Analysis and the Balance of Payments R. G. Hawtrey 
The Present Position of the Coal Industry in Great Britain ....A. Beacham 
Import-Replacement by British Agriculture C. H. Blagburn 


Three Concepts of the Balance of Payments and the So-called Dollar 


Risk and the Cobweb: Theorem: F. G. Hooton 
Soviet Planning and the Price Mechanism M.C. Kaser 
Expectation in Economics 


Reviews, Recent Periodicals and New Books. 


Price 10s. net 


Application for Fellowship to Secretary, Royal Economic Society, 
4, Portugal Street, London, W.C. 2 


Annual Subscription 
Life Composition 
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LAND ECONOMICS 


a quarterly journal of 
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